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WitH IntropucTion By W. H. Louau, Jr. 


In the East thinly-veiled skepticism and distrust, in the West 
abounding and enthusiastic confidence ; in the East restriction of 
credits and of production already visible, in the West the tide of 
rising prices and easy loans as yet unchecked ; these are the most 
striking features of this symposium. 

For so distinct and almost startling an opposition between the 
two sections two explanations suggest themselves ; either the red 
blood and optimism of the profession of accountancy has 
emigrated to the West and left in our Eastern societies only the 
ultra-cautious, not to say the dyspeptic; or there exists between 
the two sections a genuine difference of industrial conditions. 
Which explanation is correct may best be judged from a review 
of the contributions. 

The letter following, which was sent to one or two leading 
accountants in each of several important commercial centers, sets 
forth the purpose of the symposium and the specific questions to 
which replies were sought : 

Dear SIR :— 

We expect to print in the March number of THE JourNaL or AccouNT- 
ANCY a symposium on “ The Business Outlook.” 

The subject is always timely. Just now it is more than usually inter- 
esting because of the wide-spread distrust of the future. How long is our 
present prosperity to last? Are our people really piling up wealth or are 
they merely deluding themselves into extending credit and increasing 
production to such a degree that a crash is inevitable? These questions 
are disturbing thousands of business men. There are plenty of opinions as 
to the correct answers. But opinions are not worth much unless they are 
based on facts; and very few people are in touch with the important facts. 

I am satisfied that accountants are, on the whole, in a position to 
observe the influences that are at work in the business field and the trend of 
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profits, prices and credits with greater accuracy than any other single class 
of the community. If the information, which accountants acquire in the 
course of their duties, could be collected in some systematic form, the 
results would be of great value. 

I should like you to write for the symposium a brief article, or simply 
a letter if you prefer, stating: 

(1) Whether banking loans and discounts, in your section, seem to 
you to be on a conservative basis, that is, whether there is ample security 
to cover them even in a panicky period. 

(2) Whether mercantile credits are much extended or merely normal 
in amount and whether you consider them to be on a safe basis. 

(3) Whether profits in any particular line of business are abnormally 
high or low. 

(4) Whether there is a rush of capital to any one field, and if so, why? 

(5) Whether there is excessive speculation in Real Estate, Products, 


stocks or any other line. 
(6) Any other information that would be helpful in this inquiry. 


Yours very truly, 
(Signed) JosepH FrencH JOHNSON, 
Editor. 


First and most essential of the questions, it should be noted, 
are those which deal with banking and mercantile credits. Here 
is the key to the whole problem. If credit is extended unduly, 
granted on doubtful security and to doubtful people, backed by 
insufficient cash reserves, we may be sure that a cycle of credit 
withdrawals, forced sales, lowered prices, bankruptcies and de- 
pression, possibly accompanied by a severe crisis, is in sight. On 
the other hand, if credit still has room to grow without spreading 
beyond reasonable bounds, we may look forward with confidence 
to higher prices and greater prosperity. The succeeding ques- 
tions with reference to profits, speculation and the direction of 
investment are of importance chiefly as they help us to grasp the 
credit situation. 

Of the Eastern accountants, Mr. Suffern of New York seems 
to be least concerned about the state of credit. He believes it to 
be “normal and conservative” and little affected by the “ ill- 
advised speculation ” in “ questionable enterprises.” Mr. Dillon 
thinks that Boston bank loans, except by some savings banks, are 
made with the caution that springs from apprehension of “a 
possible sudden ending of our present prosperity.” Mercantile 
credits, however, he believes to be extended and “ rather ab- 
normal in amount.” Mr. Hehl of Baltimore is of the opinion that 
business men fail to figure their income and expenses on a per- 
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centage basis and will see their supposed profits vanish into thin 
air when values begin to fall. Banking and mercantile credits are 
sound only at the present level of prices. From Ohio comes the 
same suggestion that security for loans is ample only “on the 
present basis of values.” Collections since the first of the year 
are said to be slow. Mr. Springer of Michigan reports increasing 
caution in his section in making both bank and mercantile loans. 

At the Illinois boundary line we emerge suddenly from the 
twilight of distrust into the warm sunshine that floods the west- 
ern half of the country. Mr. Gore believes that the bankers of 
Chicago have been inoculated with a spirit of industrial success 
which renders them immune to “that scared feeling.” Neither 
bank nor mercantile loans seem to him excessive. Mr. Temple of 
Minnesota emphasizes the safety of credits in his section and sees 
nothing but “bright and promising prospects” ahead. Mr. 
Fowlie of Colorado says that bank loans are “ becoming more and 
more conservative” and that merchants are securing prompt 
settlements. Our contributor in Seattle concludes from his per- 
sonal observation that credits are in better condition than in pre- 
vious years. The only depressing influence is the inability of the 
railroads to move all the goods that are being produced. 

The standing of every one of these contributors is sufficient 
to guarantee their fairmindedness and their accuracy. If any 
further evidence is needed we may find it in the remarkable 
unanimity of the reports from each section. We cannot well 
escape the conclusion that both the temper of business men and 
the industrial conditions in the East and in the West are radically 
different. Such a state of affairs has not been revealed hitherto 
and has not been sufficiently considered by the commercial 
interests of either section. 

It is undeniable that along the Atlantic seaboard business 
sentiment since the beginning of the year has been tinged with 
pessimism. The public utterances of leaders of finance have not 
tended to relieve the gloom. The reports of our contributors 
indicate the existence of credit conditions in the East that justify 
a cautious attitude. But let us not forget the Great West with its 
heavy crops and manufactures, its growing population, its in- 
creasing business, supported by credits that do not appear over- 
extended, and its abounding faith in itself. All those factors are 
working in favor of the East, as well as the West. They supply 
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| opportunities to employ our great volume of credit safely and 


constitute a reserve force which will enable the country to come 
through a moderate business reaction with little damage. 

On the other hand, we may well warn our Western friends 
not to go too fast. Even granting that their own business pros- 
pects are as brilliant as they believe, still they cannot escape from 
their connections with the East. When curtailment of credits 
begins in New York its effects will surely be felt in St. Paul and 
Seattle—and even in Chicago. Rose-colored glasses have 
generally proved a poor protection against chills. 





Healthy Reaction, Not Disaster. 
By Ernest S. SuFFern, C. P. A. 


Observation of general financial conditions leads me to con- 
clude that the present prosperity is on a reasonably stable basis 
and that there is no immediate indication of a wide-spread busi- 
ness depression. The present prosperity has been attained in the 
face of various adverse conditions and hostile forces. The great 
increase of wealth in the country, and the increased legitimate 
need for credit, has clearly emphasized the inelasticity and 
inadequacy of our currency system. The high money market 
which has resulted from these conditions would naturally have 
tightened credits and curtailed production, and the fact that it 
has not done so is a clear indication of the substantial nature of 
the present prosperity of the country. The fundamental cause of 
the increase in wealth and production has been the very great 
development of the natural resources of the country within the 
last ten years. So far as can be easily observed, the increase in 
profits has kept pace with the increased demand for all classes of 
commodities, and most business and financial houses appear to be 
conducting their business with reasonable capital and on a sound 
basis. Credits accorded by banks and mercantile houses would 
appear to be normal and conservative. Whether they could sus- 
tain a financial panic is another question, which only such a 
condition could determine. 

The present prosperous condition of the country has of course 
brought about the excess of enthusiasm and ill advised specula- 
tion, which always follows in the wake of a period of great 
prosperity. This has resulted in a fictitious advance in many 
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classes of real estate, owing to the large speculation therein, as 
well as in a considerable loss to investors through the successful 
promotion of many questionable enterprises at their expense. 
The disproportionate increase in the cost of labor over the in- 
crease in the wages of more efficient services has brought about a 
condition in which many large industries would be unprofitable, 
were it not for the unusual prices which at present obtain. 

It is natural to expect a healthy reaction which will bring 
about a readjustment of values and which will apportion profits 
on a conservative and normal basis. However, I can see no 
indications which would point to any wide-spread disaster or 
financial panic. 

New York City. 


Why Reaction may be Expected. 





VIEWS OF A LEADING ACCOUNTANT IN NEW YORK CITY. 

In addition to facts with regard to certain specific matters in 
relation to the business outlook, you ask for any other information 
that would be helpful in the inquiry you are conducting, and it 


occurs to the writer that the following suggestions as to impor- 
tant factors bearing on the general situation may be of some 
interest. 

The fact is frequently forgotten that since the year 1899 there 
has been during a period of three or four years an enormous 
destruction of capital in costly wars in South Africa and Man- 
churia to a greater extent than has occurred previously since the 
Franco-German war in 1871. This destruction has necessarily 
increased the demand for capital for replacement purposes and 
consequently raised the effective rate of interest; and, accom- 
panied as it has been during the past two years, by a great ex- 
pansion of trade both in Europe and America, has tended to de- 
press the prices of securities and to raise those of other com- 
modities.. The cost of living in this country has gone up almost 
by leaps and bounds. The writer was informed by the officers 
of a New York charity that in a particular district in which this 
charity was operating the cost of all the necessities of life had 
risen 25 per cent. in the last two years. It would seem as if the 
general expense of living had increased out of all proportion to 
the average earnings. 

A period of high prices and high cost of living following upon 
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one of great prosperity must in all probability lead to reaction, 
and a shrinkage in the demand for commodities may be expected, 
leading to a consequent falling off in production and a reduction 
of earnings among all classes dependent upon production. At 
the same time the general wealth of the country and the conse- 
quent accumulations each year are so great, that the increase in 
the demand for commodities of all kinds due to these accumula- 
tions may, unless some sudden loss of confidence is engendered, 
continue to absorb the current production and the readjustment 
of prices and values may take place gradually. It is interesting 
to note that the prices of most articles of daily use, not perishable, 
are now so high that it is cheaper to import them and pay freight 
and duty than to purchase them in this country; and this con- 
dition alone points to the certainty at no distant date of a con- 
siderably lower level of domestic prices. Once the downward 
course of prices begins there is likely to be a period of bad times 
in the course of which if any sudden shock were given to public 
confidence serious panics might result. 





Boston Clouds have a Copper Lining. 


By W1tu1aAm DILLON. 


As to how long our present prosperity will last is something 
beyond my ability to answer, but from personal observations and 
information coming to me in my experience, it would seem that 
it is to last for some time and that there is no immediate indication 
of its end. Our people are certainly accumulating wealth when 
one considers the question of dividends actually received on in- 
vestments and actual profits realized on commercial operations. 
There does not seem to me to be a general increasing production 
as a general proposition, to such a degree that a crash is inevi- 
table. In some lines of business this might be true, based on the 
manufacturer producing on the assumption that people will be 
able to consume his products; but the very fact that the question 
is disturbing thousands of business men indicates that the con- 
servative business element is not taking too great a risk of 
over-production. 

The universal ambition of a business man is to prevent fail- 
ure and panic, but, of course, there are always a few who take 
long chances in every direction. At the same time I notice that 
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the banking world acts as a safety valve on the question of 
dangerous over-production, in that statements of affairs are being 
demanded and carefully scrutinized when loans are asked for, and 
in talking with bankers I find that they give careful consideration 
to the value of products on hand and the value of “ Accounts 
Receivable.” 

The New England bankers seem to me to be exercising due 
caution in the matter of loans and security in order to protect 
their own interests and there is every indication that they have 
in view a possible sudden ending of our present prosperity. 

It is my opinion that the banking loans and discounts in New 
England are, as a rule, on a conservative basis and in a large 
majority of transactions there is ample security to cover in the 
event of a panicky period. My observation in this respect is 
based solely on the New England banking community and there 
is certainly every evidence of conservatism. Instance, the present 
agitation regarding a copper bank to be opened in New York. 
Certain people seem to think such a bank would take considerable 
business from Boston banks, but it is an illustration of Boston’s 
conservatism in such matters. 

The banking business in Boston has been undergoing a series 
of consolidations in the past few years which I do not think is 
equalled by any other state in the Union. This applies to national 
banks and trust companies. It has gone so far that it is being 
agitated whether such consolidations are for the best interest of 
the business community, and I have heard rumors of new banks 
being started. 

You can appreciate that where certain financiers are inter- 
ested in various banking institutions, the same rule as to loans, 
discounts and collateral is applied in all such institutions, and I 
should assume that a certain underground medium of communi- 
cation would exist between such banks and trust companies. 

One element of possible loss has appealed to me from the 
savings bank standpoint, with respect to three name paper and 
collateral. There are instances where savings banks loan money 
practically on the one name and the collateral; the two additional 
names being merely dummies and of no value. In such instances 
in the event of a panic, I think those savings banks would suffer 
losses. I have known them to lose heavily in the past on identical 
transactions. 


343 





See. Saeco 





' 
# 
Whi 
{ 
ne CU 
Nt 
i : 
Hy 
Vie 
Hatt i 
Dat 
THe 
i 
ui 
Hg 
" 
a 
ti 
en 
i 
il 
Hi 
fit 
Ht 
id 
i 
i 
HW 
Wy 
a fl 
Hay 
‘ 
is 
ie | 
" 
{ - 
mm | 
i H 
Rite 
nile 
wii 
Hi 
\ 
Ris 
Tath 
r 
f 
H! 
hau 
i 
‘ 
ti 
mb 
a hf 
- | 


+ = So ee 


The Journal of Accountancy. 


In view of the universal prosperity, mercantile credits seem 
to me to be extended and are rather abnormal in amount. Such a 
condition is naturally forced upon the merchant if his customers 
have always been prompt in paying and increase their orders, the 
mere fact of general prosperity seeming to justify a larger line of 
credit. The question as to whether credit is on a safe basis can 
only be answered in the future. If prosperity continues, people 
will be able to pay their mercantile liabilities, but in the event of 
a sudden cessation of prosperity, there will undoubtedly be many 
heavy losses and probably some failures. 


Profits in almost every line of business are larger than form- 
erly and seem to be justified by existing conditions. These profits, 
being based on existing credits, might of course be seriously 
affected if future losses occur; however, the general payment of 
dividends, etc., has a soothing effect upon the stockholders, 
investors, etc., who are taking the same business risks as others. 


In New England there is unquestionably a rush of capital to 
the copper stocks. Boston, being an admitted copper center, has 
gone largely into that particular field. The well known condition 
of the copper market—. ¢., the price of the metal, the increased 
market value of the various copper stocks, the payment of divi- 
dends, etc., the vigorous agitation by our frenzied citizen, Law- 
son—has caused the heavy investments in this line. There will 
unquestionably be considerable trouble, hardship and failures, if 
the bottom drops out of the copper market. A small taste of that 
condition was had-recently when Trinity dropped suddenly one 
morning and brought out the nervous tension on the part of 
speculators. 


Nothing has come to my knowledge to indicate an excessive 
speculation in real estate. Real estate in Boston and vicinity has 
proved to be a good investment, as the city and its surroundings 
are improving steadily and there is every reason to bank on its 
continuing so. There is considerable capital being invested in 
new Office buildings, and the acquisition of property with anti- 
quated buildings to be torn down and replaced with modern office 
buildings. I can see no reason why the real estate field in this 
vicinity should not be a prosperous and profitable one for some 
time to come. 


Boston, Mass. 





The Business Outlook—A Symposium. 
A Trifle Pessimistic in Maryland. 
By Cuarzes L. HEent, C. P. A. 


While it is true the nature of our profession throws us into 
contact with all kinds of business and accountants should, as 
you say, be in better position perhaps to judge of the general 
conditions of business than others, yet it is also true, for this 
reason, that they may not always be the most competent to judge 
of the soundness of existing conditions, and whether or not such 
conditions are likely to last. I mean by this that we are called 
to-day perhaps to verify the statements and conditions of a cor- 
poration or business which during the past year has enjoyed un- 
usual prosperity, and which shows large profits which exist in 
fact, and about which there can be no doubt; to-morrow the re- 
verse might be the case with some other concern that is trying by 
every ruse and strategy to show profits which have not been 
earned. 

Without wishing to be considered in any way pessimistic in 
my views, it seems to me that there are many signs on the finan- 
cial horizon which would indicate that the zenith of our coun- 
try’s prosperity, for the present at least, has been reached; not 
that I think we shall not continue to go ahead faster perhaps than 
any other nation in the world, yet the reaction from the fast pace 
that has been set in the last decade is bound to come. When, is 
the question, and I should not like to go on record as a prophet. 
since predictions of dire happenings in the past few years have 
not come to pass, as yet. 

The business outlook, as you say, is always a subject of much 
concern to the average business man, whether he be the staid, 
old-fashioned merchant, or the most reckless speculator ; both are 
trying to forecast the future—to profit by it—only from different 
standpoints ; the conservative business man is usually a pessimist, 
and the speculator as a rule, an optimist. But this is not always 
the case; they both have one belief in common, and that is, that 
something is going to happen which will benefit them. 

1. Banking loans and discounts in our section, as a general 
rule, seem to be on a sound and conservative basis; but whether 
or not in a period of panic, they would be so considered, it would 
be hard to say, since in the case of rapidly vanishing values, so 
many readjustments would have to be made in order to bring 
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them to a sound and conservative basis, that it would depend en- 
tirely on the ability of the borrowers to successfully meet this 
forced readjustment. 

2. I should say the same conditions to a certain extent apply 
to mercantile credits; so long as business continues good, and 
the merchant is enabled to keep his stock moving at a profit, so 
long will he be enabled to meet his obligations as they mature, but 
once let a panic set in, credit would be at once weakened, and 
unless he has strongly fortified himself by accumulating a good 
surplus during the fat years, the merchant if he is compelled to 
realize on his assets on a falling market, can see his profits for 
several years vanish in a very short period of time. 

3. I do not think profits have been abnormally high, except 
perhaps in some special lines of business; where unusual profits 
have been made, it has been brought about, not so much through 
an increased net percentage of profit, as through the increase of 
net profit over previous years on an increased volume of business. 
Should, however, the volume of business materially decline, even 
though the percentage of net profits remain the same, the actual 
profits in dollars and cents will decline in the same ratio, and in 
my experience I have observed that it is not an easy matter so to 
regulate the operating expenses of a business, when volume is 
declining, as to produce the same net percentage profit as in flush 
times. 

A large number of our most intelligent business men know 
absolutely nothing about the operations of their business when 
figured down to a percentage basis ; all they know or care to know 
is, what their profits amount to in dollars and cents. When the 
lean times come, and profits show up either nominal or very 
largely reduced, they cannot understand the reason why. One of 
the most important things, in my opinion, for a business man to 
have before him at all times is the percentage of gross profit, the 
percentage of expenses, and the percentage of net profits figured 
on the volume of business for a period of years preceding; he is 
thus prepared at least, to lay his plans if possible for increasing 
his gross profits, decreasing his operating or administrative ex- 
penses, thereby, in either event, reflecting the gain in his net 
profit. This, I admit is a much simpler operation on paper than it 
would be in practice, yet it gives him a guide by which to scheme, 
and without which he would be groping in the dark. 
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4. I know of no particular rush of capital to any one field, 
unless the very alluring advertisements of many new and quickly 
formed mining and other get-rich-quick concerns have suc- 
ceeded in parting our local fools from their money, but in this 
event, I cannot see how any one can be badly hurt except the fools 
themselves, and no sympathy need be wasted on them. 

5. I do not think there has been excessive speculation in our 
section in real estate, products or stocks. There is always more 
or less of this speculation, as in real estate there is perhaps now 
more than usual, but there does not seem to be any general craze 
with us. 

Baltimore, Md. 





Ohio's Speculation in the Stocks of Public Service Corporations. 
BY A PROMINENT OHIO CERTIFIED PUBLIC ACCOUNTANT. 


Banking loans and discounts in this section are, as a rule, on a 
reasonably conservative basis. On the present basis of values 
security is ample, but I doubt very much whether or not the 
margin would be sufficient in the event of any extended business 
depression. 

There is no undue extension, to my knowledge, of mercantile 
credits, although, as a matter of course, many firms and cor- 
porations are larger borrowers than usual, owing to more ex- 
tensive business, and recently there has been some complaint 
about poor collections. This condition, however, seems to exist 
only since about the first of this year, and during a large part of 
January, was very marked, but I understand that at the present 
time there is less complaint on this line. Owing to the fact that 
nearly all lines of manufacturing throughout this section are 
working to the full capacity, they seem to be in line to make some 
selection in extending credit. 

Profits in all lines of business seem to be good and all manu- 
facturing plants are working to the limit of capacity, the majority 
of them being considerably behind with their orders. I do not 
know of any special line where the profits are abnormally high 
or low. 

There does not seem to be any special rush of capital to any 
particular field in manufacturing, but the number of traction lines 


347 








Hi 
A 
sett 
ii 


Hit 
Th 
1H 
hit 
a Oe 
Hil ul 
FF 
ie 
i | 
| f 
t 

mn 
a 
hh o ; 
A ‘2 
ae 
a 
Ath if 
H ! 
ai 
has 
i! H 

| 
ott 

] 


ee 


ea ne 


meee 


lew me 
= 


re ee 


The Journal of Accountancy. 


built during the past few years has drawn very largely on capital 
and I believe there has been more money invested in this line than 
almost any other, considering normal conditions. 

Throughout Ohio there seems to be little or no excessive 
speculation in real estate or manufactured products, but stock 
speculation, and particularly in many local stocks, has been 
phenomenal. During the past two weeks we have had consider- 
able local excitement, largely due to a drop of about 20 points in 
Columbus Railway & Light stock, which is one of the favorite 
speculative issues. The stock, which has recently sold as high 
as between 95 and 100, fell off to about 73. It has since recovered 
about seven or eight points, and some of the most conservative 
banking institutions decline to make any loan on it. The trend of 
opinion is that the stock is selling far beyond its value as the 
annual report recently published showed net earnings available 
for common stock of only 2% per cent., while dividend payments 
at the present time are only 2 per cent. During the past year the 
company charged off a little less than $70,000 for extraordinary 
replacements, but made no provision for depreciation or future 
replacements. I do not think that the drop in the price was due 
to the publication of the annual report, but that it was caused by 
the failure of the insiders to hold up the price. 

I am not, as a rule, inclined to be pessimistic, but rather to the 
contrary. Based on observation of financial matters, I am of the 
opinion that we will, during the next year or two, have to face 
marked decrease in values, and that much of the present so- 
called wealth will vanish. I do not refer in this connection so 
much to manufacturing companies or corporations engaged in 
legitimate business, as I do to the over-capitalization of many 
public service corporations, the securities of which must decrease 
in value as legislation is enacted limiting the charges which may 
be made. This is particularly true in Ohio of street railway com- 
panies and traction companies. The State Railway Commission 
has ordered all traction companies to conform to the recent legis- 
lation affecting all common carriers, which limits the maximum 
passenger fare to 2 cents per mile. Recent developments in 
Cleveland indicate that the street railway company there will be 
only too glad to accept a 3% cents fare basis. 

One of the most important matters which will affect public 
service corporations is the inclination on the part of state and 
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municipal executive officials to appoint examining committees for 
the purpose of probing into municipal affairs. Such a committee 
has recently been appointed in Columbus by the Mayor, with the 
broadest powers, and such appointments were very lately con- 
firmed by the city council. The result of such investigations will 
probably lead to investigation of many public service corporations 
for the purpose of determining whether or not they are exceeding 
their corporate powers or violating their franchise. 


Columbus, Ohio. 





Michigan Inclined to be Cautious. 
By D. W. Sprincer, C. P. A. 


The following answers are given after consultation with the 
leading accountants of Michigan. 

It is the general opinion that banking loans and discounts are 
on a conservative basis, present business conditions being con- 
sidered as the standard. In case a panicky period followed, its 
tendency would be to depreciate values and if it became very ex- 
tended it is questioned whether the loans would be sufficiently 
protected by the securities carried. There appears to be a ten- 
dency to make new loans on a still more conservative basis and a 
desire to strengthen old loans. This may indicate caution in view 
of an anticipated change in business affairs. 

Mercantile credits are not being extended as much as in the 
past, although there appears to be a considerable amount of over 
trading. 

Opinions differ as to whether profits seem to be abnormally 
high or low in any particular lines of business. It is generally 
agreed that profits have not increased in the same ratio as the 
volume of business done. 

Building enterprises and auto factories seem to be attracting 
large quantities of capital. There is a great demand for rental 
property and rents are good. It is doubtful if anticipated profits 
have been reached in the auto industry. 

A speculative era in stocks seems to predominate among the 
smaller and medium sized investors. 

Ann Arbor, Mich. 
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Confidence Prevails in Illinois. 
By Epwarp E. Gore, C. P. A. 


There is nothing apparent in this business center to justify 
any doubt of the permanency of the prosperity which has been, 
and is being, experienced. In the opinion of the writer there need 
be no apprehension of a falling off in trade while so many large 
undertakings, such as extensions and improvements of steam 
railroads, the construction of electric interurban lines and many 
other works of almost equal importance are under way. The 
sustained demand for labor at high wages justifies the belief that 
consumption of necessaries and luxuries has not yet reached its 
highest point, and that this belief is generally shared is evidenced 
by the heavy buying in this market by retailers of all classes of 
goods. Never before was such a volume of orders in the hands 
of our wholesale merchants, and the wide distribution of these 
orders, territorially, makes it plain that retail dealers everywhere 
feel justified in providing for a large demand. 

We are of the opinion that a panic is far off, if indeed another 
ever comes. In former times the banker was more independent 
of his borrowing customers than he is now, so that when he felt 
like it he could declare himself scared and begin to contract his 
credits, with a resultant contraction of credits from the manu- 
facturer to the jobber, from the jobber to the retailer, and from 
the retailer to the consumer. All of these contractions of credit 
made up the sum and substance of each panic heretofore experi- 
enced, but present day bankers will think several times before 
they give up to that “ scared feeling.” At no time in the history 
of this country have banks been so much concerned in the suc- 
cess of industrial enterprises, since at no other time has such a 
great part of their loans been secured by collateral consisting of 
industrial securities. 

The banker who would permit himself to become alarmed to 
the point of a violent contraction of credits would simply pull his 
walls in upon him. The point intended to be made is that the 
banks have become so deeply interested in industrial affairs, that 
in sheer self-defense they must permit no panic. The writer be- 
lieves that the banks in former years, out of an excess of fear, 
really started the panicky feeling which finally spread over the 
land, and believes that they might do so again were they not well 
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aware that they themselves would be the first—and worst— 
sufferers. In these remarks there is no intention of reflecting 
upon bank management, which we believe is better than ever 
before, but on the contrary, the purpose is to show that the banks 
have come to understand that they cannot be apart from the 
general business community and be of the greatest usefulness to 
that community and to themselves. They must join their fortunes 
with those of their customers, and this has been done, but wholly 
within proper bounds. There has been no reckless lending of 
funds by Chicago banks, and no greater liberality shown to 
borrowers than an enlightened self-interest would dictate, but 
customers have been made to feel that if they and their enter- 
prises were sound, there would be no question as to the extension 
of proper banking facilities. 

In mercantile circles, no unjustifiable expansion of credits is 
discernible. The amount of “bad debts” charged off in propor- 
tion to sales does not exceed the sum so disposed of in former 
and less prosperous years. It is true that more goods are sold to 
customers on credit, but always with proper regard to what the 
customer shows he can dispose of and pay for within the limits 
of the credit period. Cash discounts are more generally taken 
than ever before, regardless of the fact that allowances for prompt 
payment have been steadily reduced during the last few years. 
Profits in all lines of business are high, but if we except lumber 
and banking there is nothing abnormal in the profit situation. 
The volume of profit is greater, but the percentage of profit to 
output, or sales, is not generally increased. 

In the lumber trade profits have been abnormal—if we com- 
pare the ten years ending with 1906, with the ten years ending, 
say, with 1890. In this line, however, there is an increasing de- 
mand for the output and a diminishing source of supply, so that 
the apparent abnormality of the profits may not be altogether 
real. It may be that in reckoning cost of stumpage out, the 
average lumberman predicates his figures on what he paid for the 
timber several years ago, and ignores a very large increase in the 
value of timber lands, which if considered, would bring the actual 
profit from operations down to a fairly reasonable basis. 

In banking, profits have been large, so large in fact as to seem 
abnormal in many instances. Of course this is due to a heavy 
proportion of deposits to capital, a good demand for money, and 
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a minimum percentage of losses. The year 1906 was almost ideal 
in its conditions from the standpoint of the banker, and another 
such year may not soon come again, but a very decided falling off 
could be suffered and enough profit be left to make the business 
attractive. 

Banking is attracting capital more than any other line of busi- 
ness at this time. Every new bank which has been promoted by 
men of standing has had its stock over-subscribed, and there is 
still room for new banks if we are to judge by comparing the 
volume of deposits with our banking capital. In no other line 
can capital be said to be greedily seeking investment, though new 
enterprises of merit are supported if brought out by men of 
proper standing. There is less speculation in grain and stocks 
than ever before, and in no line can speculation be said to be 
abnormal. 

In real estate the demand is far greater for properties afford- 
ing a high class investment than for those supposed to have purely 
speculative possibilities. Looking over the whole field as it is to 
be seen in Chicago, there is nothing which justifies the slightest 
pessimism for so much of the future as one is permitted to see. 
To be sure if there should be a general failure of crops with the 
consequent reduction in the purchasing power of the farmer, and 
a reduced amount of freight offered the railroads, another year 
might hold a less alluring prospect, but the Chicago disposition 
is to meet that condition when it arises, and not strain the eyes 
looking for something not pleasant to see. 

Chicago, III. 





A Bright Prospect in Minnesota. 


By Hersert M. TEmpPLte. 


When it is considered that Minnesota is practically in the 
center of the North American continent and has water communi- 
cation with the Atlantic, both by way of the Great Lakes and 
Hudson Bay, and the Gulf of Mexico, one can gather some idea 
of the diversity of its possibilities. It is recognized throughout 
the United States as the “Bread and Butter” state, but people 
should not lose sight of its natural and immense deposits of iron 
ore, its vast forests and immense deposits of building stone and 
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granite. With these material environments, and the blessings of 
an unusually healthy climate, it is not to be wondered at that our 
financial, manufacturing and mercantile institutions are on a 
healthy and stable basis. 

From personal observation and knowledge, it is believed that 
the banking credits of the Twin Cities and the territory tributary 
thereto are on a-most conservative basis, and in a review of many 
of the large loans it is believed that the security is ample and 
sufficient to cover a panicky period. 

The average Northwestern merchant has been educated into 
the practice of discounting his bills with the jobber, and in many 
instances, where credits are extended, the credit is extended by 
the local banks. A careful review of the accounts of many of 
the large jobbers and manufacturers in this territory reveals them 
to be in a most healthy condition, credits being extended on a 
conservative basis. 

A general review of the profit sheets for the year ending 1906 
shows a healthy condition. No abnormal tendencies have been 
observed. 

In the past five years there has been a tide of immigration to 
the Northwest and Western Canada, and there have been large 
investments in Western lands by actual settlers. This cannot be 
termed a “rush of capital,” but can be better designated as a 
natural settling up and development of these lands, from the 
congested districts of the East and central West. The general 
feeling among these settlers is one of satisfaction and confidence. 
This increased population and development have naturally called 
into action capital in all lines, and have given the Northwest as a 
result an active and progressive year. 

As to whether there is excessive speculation in real estate, 
products, stocks or any other line, I may state that, as a general 
proposition, an agricultural country is not speculative, and real 
estate values to-day in St. Paul, Minneapolis and other cities 
of this district are lower than they were fifteen years ago. In 
building and construction lines there has been marked activity 
resulting from natural growth and development. 

Minneapolis is the largest cash wheat market in the world, 
and the operations incident to that market cannot in a correct 
sense be termed speculative. I feel safe in stating that there is 
no general tendency toward speculation in this district, and the 
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business operations, so far as observed, appear to be generally 
on a legitimate basis. 

In conclusion, I may state that there is a vast crop of wheat 
and agricultural products yet to be brought to the market, which 
the railroads were unable to move last fall, and are now unable 
to handle because of the heavy snow storms. These conditions 
are happily being overcome, and the prospects for the year 1907 
are bright and promising. 

St. Paul, Minn. 





Colorado on a Solid Basis. 


By ALEXANDER E. Fow ie. 


In my opinion banking loans and discounts in our section are 
becoming more and more conservative. Denver received a 
severe setback in banking circles in 1893, and it was a lesson not 
to be forgotten. A year ago two small banks were forced to 
close their doors, but developments since show that depositors will 
in all probability be paid in full. None of the other banks were 


affected and their statements to-day show them to be in better 
condition than ever before in their history. 

Mercantile institutions, while reporting a decided increase in 
the volume of business, at the same time claim corresponding 
returns and prompt settlements. 

While the cost of living is increasing very materially, the 
percentage of profit remains, in the main, unchanged. 

Labor troubles so far as Colorado is concerned at present 
seem to have moved their centers of operation westward and 
beyond our boundaries: and, as a result, we notice a decidedly 
more satisfactory feeling not only among our own citizens, but 
also in the business visitors from other states. 

New and important industries are starting. Farming lands 
and city property are showing healthy gains in value. Even now 
the values are not those of “ boom days,” but are conservatively 
increasing; “bargains” find ready purchasers who have con- 
fidence in our future. 

“ Panic talk ” is heard all the time from some people, and the 
West has had its taste of “hard times”: but for years to 
come we are going to be too busy growing to give much heed to 
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this talk in any serious vein; and if our eastern friends will only 
come and see for themselves, and investigate our conditions and 
possibilities, they, too, will join hands with us in continuing and 
increasing merited prosperity. 

Denver, Colo. 













It is “up to” the Railroads in the Pacific Northwest. 


WASHINGTON. 





BY A CERTIFIED PUBLIC ACCOUNTANT IN 








Speaking from my knowledge of the policies and methods of 
bankers in this part of the country, and from what I have seen 
in the course of examinations which I have recently made of sev- 
eral representative institutions, I have no reason to suppose that, 
generally speaking, there is any lack of conservatism and care 
in the making of loans. 

Mercantile credits do not appear to be in any unusual con- 
dition. I would say that, on a percentage basis, they are normal, 
and may remark in this connection that during the last year or 
so my observation has been that the condition of credits has been 
rather better, if anything, than in preceding years. 

So far as industrial and commercial enterprises are con- 
cerned, speaking from my knowledge of the affairs of my clients 
in many lines, I would say that, generally speaking, there have 
been no violent fluctuations in the percentage of profits in either 
direction. 

I am not aware that in this part of the country there has been 
any great rush of capital to any one field. 

For several years past there has been great activity in real 
estate of all descriptions, and a very substantial increase in prices 
has taken place. As to the question of speculation, there has, in 
a number of districts of limited area, been what might be termed 
by a conservative man speculation, but speaking from my obser- 
vation of the real estate market, in which I have taken a good 
deal of interest, I do not think there has been an undue inflation 
of prices. There has been a very great development of the most 
substantial character on every hand in the Northwest, and I do 
not consider that real estate has yet reached what might be called 
a speculative point. The greatest and most rapid increases have 
taken place in city property, and while this cannot be expected 
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to continue indefinitely, the present prices are, I think, for the 
most part economically justifiable. 

The most serious factor in the present commercial situation 
in the Northwest is undoubtedly the lack of adequate land trans- 
portation facilities. The car shortage, now of long standing, has 
been accentuated by an extremely severe winter, which for pro- 
tracted periods has almost put the railroads out of business. 
The consequence is that, on the one hand, the lumber manufac- 
turers who ship East have been unable to get their products to 
market; while, on the other hand, local merchants and manu- 
facturers have been unable to get their merchandise and materials 
from the East. This has brought about, or is bringing about, a 
condition of affairs very similar to that which would arise through 
over-production, and as both the Eastern and Western markets 
are crying out for supplies, the present condition of affairs is 
not only paradoxical but extremely exasperating. The North- 
west has grown far more rapidly than its transportation facilities, 
although there is a strong feeling that the railroad companies 
have not by any means done their duty, and have been in effect 
“killing the goose that lays the golden egg” by their greed for 
dividends and consequent disinclination to improve their prop- 
erties and facilities so as to take care of the enormous increase in 
trade. It is sincerely to be hoped that with the approach of 
spring the railroads will be able to move their freight more 
rapidly, as it seems quite evident that if the present congestion 
should continue much longer serious consequences, in the shape 
of a general depression, will ensue. This is perhaps not the time 
or place for a dissertation on government ownership of railroads, 
but if the next depression should be in part the result of the greed 
of the railroads under private ownership, government supervision 
in some shape or form will surely not be long delayed. So far 
as the Northwest is concerned it can hardly be imagined that 
any change could possibly be for the worse. 

Seattle, Washington. 





Department Store Accounting. 
By Henry C. Macee, C. P. A. 


Department store accounting, while comprehending perhaps 
more details than most other industries, must also more rapidly 
provide correct and up-to-date statistics. Purchases, sales and 
stock figures for the entire establishment are analyzed daily, and 
reports made to the firm at the close of each day (stock figures 
more generally weekly). We will consider seriatim the methods 
as applied to the: 

Recording of Purchases, 

Recording of Sales, 

General Expense. 

RECORDING OF PURCHASES. 

Generally speaking, no goods are purchased except on written 
order in quadruplicate, duly signed by buyer and selling repre- 
sentative, countersigned by the merchandise management, and 
referred to the order department for registration, where terms 
and general provisions of the contract are also reviewed and noted, 
one copy being retained by each of the parties interested. The 
orders are then placed to the debit of the individual store (i. e., 
department) account, and as merchandise is received, it is set 
off against this debit. The liability for goods outstanding on 
order account is reported weekly to the firm, according to indi- 
vidual stores, the aim being to keep the firm advised as to advance 
liability on account of undelivered merchandise. It is most im- 
portant that the order account be closely looked after, and in 
some cases a notice is mailed providing for a return acknowl- 
edgment, directing that no goods be delivered except on receipt 
of a registered order. The orders are entered according to month 
of delivery, and a daily balance struck of merchandise to come for 
account of each store. 

In some cases each department or store manager receives each 
day an itemized list of purchases for that day, which he is ex- 
pected to check and keep on file, to prevent improper charges 
being made to his account, as well as to let him know what goods 
are en route. Each department or store is expected to keep a 
requisite record of its merchandise according to time of purchase, 
name of manufacturer, etc., for an intelligent re-ordering of 
merchandise. 
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One basis of terms is established for each line of goods, and 
as a rule strictly adhered to. Thus each manufacturer is quoting 
goods on the same basis as his competitor, and it is only necessary, 
therefore, to have in mind the quality, style, texture and general 
workmanship of each garment or line, when comparison is being 
made. This basis should be sufficiently high to be as it were a 
sheet anchor to offset the fag-ends of merchandise which must be 
sacrificed to stock clearance. 

In the fiscal reports, all purchases are considered on the basis 
of a discount of 6 per cent. whether or not the terms of purchase 
are at that rate. This aims to secure a reserve of six percentum 
on the capital invested; yet the purchase figures can be readily 
reduced to the amount of actual cash involved, by the deduction 
of the said six percentum. This would not be the case if each 
department were considered at its respective rate of discount, and 
fractional differences in rate may mean considerable, considering 
the large volume of business. The aforesaid reserve is a most 
important factor in a successful business. 

So far as possible, department stores arrange to have all bills 
of a month for the account of each manufacturer, paid at one time, 
and by this means avoid the mailing of several checks where one 
not only answers the purpose better, but also saves a great deal of 
time and expense in the management of the remittance bureau. 
Again, some establishments have, say six payment dates per 
month, for example :— 


Invoices falling due between Ist and 5th paid on the 5th 
“ " ¥ ‘i 5th “ toth “ “ “ toth 
Ioth “ 15th “ “ 15th 

15th “ 20th “ “ 20th 

2oth “ 25th “ “ 25th 

25th “ 30th “ “ 30th 


Invoices are registered by consecutive number as each is received, 
according to the respective merchandise store, or to the general 
expense account if for that division, and then turned over to 
another clerk who enters the name on a separate department sheet. 
The register sheets are then analyzed with the department ledger 
accounts, and the two subdivisions must balance. The depart- 
ment sheets are in triplicate, one copy for the firm, one for the 
individual store manager, and the third one for the merchandise 
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office, so that the firm is kept advised as to amounts of individual 
purchases, and buyers know what goods are en route. 

The register day is closed at 3 p. m. and a summary made of 
the department accounts, which is reported to the firm at the close 
of the day, with a comparison of the corresponding day of the 
previous year. These accounts are made accumulative for each 
month and continuous during the fiscal year. The amount of 
goods returned is deducted daily from the total amount of 
purchases. 

As the goods are received at the street door, an entry is made 
on the platform sheet, each line on the sheet having an individual 
number. The sheet and line number are then placed on the pack- 
age, and when the package is checked off by the receiving clerk, 
the sheet and line number are transferred to the invoice, which is 
subsequently compared with the sheet and line, thus forming a 
check against passing invoices without receipt of merchandise. 
Freight and express charges are also checked against this plat- 
form record to insure correct payment of these items. Invoices 
after being checked in the receiving room and marked and signed 
by the buyers are entered in a department page and line book 
according to individual manufacturer. Marking is done so as to 
identify time of purchase, name of manufacturer, etc., so that at 
inventory the age of the stock may be determined. 

Inventories are made semi-annually or annually, and generally 
by both cost and selling price, being entered on sheets and books 
which are bound in volumes by departments or sections. The 
books are turned in to the merchandise office as rapidly as possible, 
and a summary is made for the firm on or about the second day 
after the close of the year. They are subsequently re-checked by 
auditing clerks. All errors are noted on a special sheet, and the 
net difference deducted or added after the audit of the books is 
finished. As a general rule, the errors so balance that the final 
figures as to total inventory vary but little from those first re- 
ported. Notwithstanding that thousands of dollars worth of 
errors are discovered, the net difference is generally within five 
hundred dollars. The inventory figures plus purchases and less 
sales (after deducting a margin of profit on the sales) is reported 
weekly throughout the year. In special instances a daily inventory 
is calculated, especially where a store or department is on the 
sick list. 
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The stock balance is figured as per the following: 
Stock at inventory 
Purchases for ensuing week 


Sales same period 
Less profit on sales of 25 per cent 
Cost of merchandise sold 


Stock balance at end of first week.... 


Each store or department is allotted a sum of money to be ex- 
pended in merchandise, generally based on the business of the 
previous corresponding seasons. A daily comparison of pur- 
chases is made against such allotment, and orders are scanned 
against over-purchasing. In some instances goods are returned, 
without reference to the store manager, where the rules have been 
violated. This check is most important, as stocks are prone to 
heaviness as well as to undesirable remnants, and especially so in 
ready-to-wear apparel, owing to a natural accumulation of the 


extremes in sizes. 
RECORDING OF SALES. 


Sales are entered in a uniform sales book, which is so arranged 
that one part forms a cashier’s voucher (in a cash sale) ; another, 
auditor’s voucher ; another, bookkeeper’s original entry (in charge 
sale); another, address for package, which is pasted on the 
wrapper when prepared for delivery. Generally the color of the 
sales books alternates daily, white being used one business day, 
and yellow the next. This tends very materially to avoid the 
confusion of one day’s records with another. 

Triplicates of each transaction are made, one of which, i. e., 
the tissue sheet, remains in the sales book, being the auditor’s 
check against the loss or alteration of the other sections, which 
are distributed according to whether the transaction is “cash,” 
“charge,” or “C. O. D.” The cashier’s voucher is referred to 
the auditor, who lists it and compares the totals with the amount 
of the money turned in by the cashier at the close of the day. If 
there is any difference the record is checked back. The cashier’s 
vouchers are subsequently checked against the tissue copy of the 
same checks, to provide against any change by the cashier of the 
amount of the voucher, or its destruction and peculation of funds. 

The sales checks are collected at specified periods during the 
day, hourly or bi-hourly, and sorted in the auditing department 
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according to individual store number, being entered currently 
throughout the day, so that by the time the last collection is made 
and sorted, the total is almost simultaneously noted. A distinc- 
tion is made in the entering between cash, C. O. D. and charge 
checks, to facilitate the auditing, the cash checks being audited as 
noted above. Charge checks are sent to the bookkeeping depart- 
ment after having been O.K’d. as to credit and delivery record, 
and are sorted according to ledger accounts, the limit of credit 
applicable to each, and other appropriate data, being noted at the 
head of the account. Over-limits are reported daily and credit 
stopped at will. 

The ledgers are generally in loose leaf form, and merely the 
totals of checks are entered in the individual accounts, the details 
being noted by billing machine, original going to customer and 
duplicate to binder. The bills are folded so that the name and 
address face the outside, and are inserted in an envelope with a 
transparent address space, thus forming the address to customer, 
and thereby saving the addressing of tens of thousands of en- 
velopes per month. The entries are made in the ledger and again 
in a balance book or sheet on the double entry plan. A monthly 
balance is taken from the ledger and compared with the total of 
daily entries in the balance book. 

The vouchers are detached from each charge check by the 
bookkeeper, listed and totaled on the adding machine, and sent 
together with the list to the auditing department, to be checked 
against the auditor’s account made up from the auditor’s copy of 
the same check. Each book being numbered with a serial book 
check number, the auditor checks against any loss of sales books or 
sales checks, whether cash, charge or C. O. D. sales, so that every 
book and check issued is accounted for. C. O. D. packages are 
listed in the delivery department. The drivers are charged with 
the amount and must account to the C. O. D. cashier immediately 
on their return. The auditor checks the cashier from the stub of 
the C. O. D. check as is done in cash sales. 

Returns are noted from the merchandise on return checks, 
which are signed by the issuing clerk, department representative 
and aisle manager, and are then referred to the auditing depart- 
ment for audit and to be listed by salesperson and department, and 
deducted from sales. Transfers of merchandise between depart- 
ments are entered on special checks, to distinguish such transac- 
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tions from regular sales, debiting the receiver and crediting the 
giver. 

Each department is charged a ratio of profit, based on previous 
earnings or legitimate expectations, and that rate per cent. is 
deducted from sales, less returns, and the balance deducted from 
the inventory plus purchases to date. Each department is advised 
weekly as to the stock balance, and comparison is made against 
the stock figure for the preceding year, to provide against 
excessive purchases. 

At the close of each day a report is made by each store man- 
ager of the sales of each salesperson in his department, and the 
total of his department. These reports are tabulated by the 
auditing department and used as the basis of an official report to 
the firm of the day’s sales by 10 a. m. of the day following. The 
rough figures have been transmitted to the firm by buyers in 
person immediately at the close of the day. This report is in 
triplicate, one copy of which is retained by the store manager, one 
by the auditor, and the third copy is referred to the superintendent 
of employment, who tabulates it, checking the rate per cent. that 
the salary of each salesperson bears to his or her sales. In some 
instances, salespersons are obliged to place one copy of each cash 
check in the pocket of the sales book cover, as an immediate check 
on the honesty of inspectors and cashiers. Each salesperson is 
thereby constituted a primary auditor of his or her individual cash 
sales, as a return of cash check stamped “ Paid ” by the receiving 
cashier, must be insisted upon by the salesperson. 

Purchasers wishing to purchase from many departments on 
the same day are invited to take advantage of the transfer system, 
so as to avoid waiting at each counter while goods purchased at 
the counter are wrapped. The transfer system record is an 
auxiliary to the regular sales book. The first salesperson along 
the line supplies the customer with a transfer check or book, and 
notes the sale thereon and also on his or her sales book. The 
customer then takes the transfer book to each counter visited, 
where a record is made of each purchase in turn, and when 
through purchasing, takes it finally to the transfer desk, where all 
shipping instructions are given, and the total purchases made up, 
and either paid for, charged, or sent C. O. D. in the regular way. 
The packages can then be assembled in as condensed a form as 
possible for delivery to the customer. 
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GENERAL EXPENSE. 

Accounts are kept with each department, both merchandise 
and expense, of each item of expense pertaining to each division 
and subdivision, and a report made semi-annually, showing 
comparison of the current fiscal period against the corresponding 
time of previous years. Each department is kept within a fixed 
expense allotment, unless good reason is shown for any excess. 
In some instances the codperation plan is adopted, allowing a 
fixed limit to a department or bureau chief, and the salvage is 
distributed at the close of the fiscal year. 

Supplies are ordered on a requisition duly countersigned, the 
aim being to show, as far as possible, the previous purchases on 
the same account, so that a check can be had as to quantity. This 
is to avoid buying supplies when a stock of the goods may be on 
the shelves overlooked. 

In the supply department a record is kept of each class of 
supplies. The printed blanks generally take a form number, and 
in some instances, the stock of forms is arranged in lines by form 
number for easy location. Great care must be taken to prevent 


overstocking in this department, especially due to ordering new 
forms before the old ones are exhausted. This is often done 
without any utility, but rather because of novelty or deference to 
some new employees with a mind for individual system, 
irrespective of the effect on the general system of the 
establishment. 


Employees are timed on clocks, so situated as to take the 
time of the force as nearly as possible at the time of starting to 
work, and frequently the salary is made up on the individual time 
cards and receipts taken on them for the amounts paid. A card 
reference record or roll is kept with each employee, with as much 
confidential information as can be gathered together, noted 
thereon. ' 

Any increases in salaries must come through the bureau of em- 
ployment, the sentiment being that individual store managers are 
more or less inclined towards favoritism in the matter of their 
respective forces. Furthermore, the employment bureau has the 
data as to sales and conduct of all employees, and knows, or 
should know, best the ratio of expense to value. The ratio of 
salaries to sales, etc., is kept from day to day, as per daily reports 
of sales by store managers, as hereinbefore noted. 
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By CHARLES Ezra SprRAGUE,* A. M., Pu. D., C. P. A,, 


Author of “ The Accountancy of Investment” and “ Extended 
Bond Tables.” 


CHAPTER V. 
THE BALANCE SHEET. 

62. The Balance Sheet may be considered as the groundwork 
of all accountancy, the origin and the terminus of every account. 

63. The balance sheet of proprietorship is a summing-up at 
some particular time of all the elements which constitute the 
wealth of some person or collection of persons. It must comprise: 

(1) The values of assets, consisting of property and 
claims, to which the person, or collection of persons, has 
title ; 

(2) The values of the claims existing against the assets 
and which must be satisfied from them; and 

(3) The value of the residue after subtracting (2) 
from (1) and the respectiv ee interests in that 
value. 

(1) = the sum of (2) and (3), and it is pea to place 
(2) and (3) together on the same side of an account. 

(2) and (3) instead of being of the same nature (as is sug- 
gested when (3) is reckoned among the “ liabilities ”) are sharply 
antagonistic. 

_ 64. The total value of the assets (not the assets themselves) is 
divided into two portions: 

The portion subject 

The portion not subject 

65. There are two ways of constructing the balance sheet. 

(a) By actual investigation of quantities and prices of assets, 
and of extent of liabilities; also of distribution of proprietorship. 
In inaugurating a system of accountancy for a concern which has 
had no suitable accounts this is the only way. It may be called 
the inventory method. 


to outside claims. 


*Copyright, 1907, by Charles E. Sprague, 
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(b) By tracing the changes of values from the preceding 
balance sheet thru the accounts, and collecting the resulting 
balances. This may be called the method by derivation. 

The former method is entirely independent of the books of 
account, the latter is entirely dependent on them and on their 
supporting vouchers. 

66. If the books could be perfectly kept, the results would be 
the same by either method; just as the location of a ship by dead 
reckoning should theoretically coincide with that obtained by 
observation of the sun. We know that practically they always 
vary; and practically no system of accounts is so minutely 
accurate or so presciently devised as to take account of all 
changes and contingencies. 

67. In practice, the two methods of constructing the balance 
sheet must codperate. The results derived from the current ac- 
counts must be subjected to the scrutiny of valuation and even 
if they are purely matter of account like indebtedness, they should 
be verified by evidence from the negotiant whose interest in the 
balance is adverse to ours, or from an impartial source. 

68. In the current work of accounts many records are pro- 
visional and intended to be subject to adjustment later. As the 
work must go on without interruption, there is necessarily a de- 
gree of roughness which can be corrected in the following balance 
sheet and which until that time does no harm. Hence to make the 
balance sheet as nearly perfect as possible adjustment must be 
made. 

69. The question now arises, should these adjustments be 
effected by supplementary entries in the current accounts or should 
they be ignored in the regular books and only appear thru their 
influence on the balance sheet ? 

70. I should decidedly prefer the former course as making the 
results of valuation and derivation coincide ; at least for a balance 
sheet which is intended for the information of the proprietors. 
Where a balance sheet or report is required by some outside 
authority, it may be that the point of view required is so alien to 
that assumed in the accounts themselves that no adjustment is 
practicable; they are constructed on a different basis. Never- 
theless, even in this case the specially made adjustments should 
be left on record so that every figure in the report may be traced, 
if need be, to some figures of the books. 
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71. While every account is tributary to the balance sheet, yet 
it is very seldom that each account is represented by a separate 
balance. The balance sheet is almost always condenst by group- 
ing into a single item many balances of similar nature. Thus, if 
the proprietorship has among its assets claims against various 
debtors, they are not set down at length in the balance sheet 

AB S$ --——- 

CD a 
EF 
etc. 


but are condenst into a single line 


Sundry Debtors $———— 

72. This gives a more comprehensive view of the business at 
the moment, but a less minute one. The minuteness is attained 
by means of a separate list, or schedule, giving in as full detail 
as may be required the facts of each individual account, and 
showing that the aggregate balances equal the single item recorded 
in the balance sheet. 

73. All thru accountancy runs the demand for minuteness and 
the contrary demand for comprehensiveness. They are generally 
satisfied by a double presentation. In organizing this, it is most 
satisfactory to make the condenst balance sheet very condenst so 
as to give a bird’s-eye view of the general character of the busi- 
ness and to go to the other extreme in the expanded lists, giving 
all details that can be required. 


74. In order to furnish both grades of information, to supply 
the broad results of the condenst balance sheet and the exact 
details of the individual accounts, two different grades of ledger 
may be kept. In the higher or more condenst ledger, accounts are 
kept with whole groups of assets or liabilities considered as a 
whole. For example, if there are among the assets numerous 
investments on mortgage, there is a single account entitlé¢ 
“ Mortgages ” in the GENERAL LEDGER while each separate mort- 
gage has a separate account in a special ledger called the 
MORTGAGE LEDGER. The balances of the Mortgage Ledger always 
equal, when aggregated at any given time, the balance of the 
Mortgage Account in the General Ledger, provided this latter is 
fully posted. This proviso is necessary because, while the Mort- 
gage Ledger should always be kept posted to date, the General 
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Ledger may be further condenst by. having its debits and credits 
entered monthly in a lump. 

75. These group accounts are artificial. The members have 
no concert of action and no joint interests. The account exists 
solely for the convenience of the proprietor. 

76. We now give a condenst balance sheet of the affairs of 
one James Jones in the form ordinarily used in this country, 
Scotland and Continental Europe: 


FIGURE 19. 


“ BALANCE SHEET OF JAMES JONES. re 
T. r. 








Mortgage $4,000.00 
Merchandise 22,166.73 
Personal Debtors 15,972.15 
Real Estate 10,000,00 James Jones 47,645.62 


$51,645.62 $51,645.62 











We have placed the abbreviations “ Dr.” and “Cr.” over the 
two sides which is the customary, tho not invariable, rule, and we 
must interpret those expressions. 

77. Looking at the left hand side, we see that it consists of 
three kinds of property, and a collection of debtors. The property 
does not owe Mr. Jones anything; it belongs to him. Yet the 
balances of property are on what we agreed to call the debit side; 
there is a close analogy between property actually in possession 
and that which someone is bound to deliver to you; sometimes, 
as in case of a bank-balance, it may be considered either property 
or debt receivable, at will. Let us, therefore, extend the mean- 
ing of the word debtor so that it means, when speaking of prop- 
erty, “ belonging to,” “the property of.” To be consistent, the 
meaning of “ creditor” must be extended correspondingly so that 
it means “ owner of,” as well as “ owing to.” 

78. With these extended meanings, we may re-write the 
balance sheet with interpretations. 
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FIGURE 20. 
BALANCE SHEET OF JAMES JONES. 
[Relations of Persons and Property to Him.] 
Dr Cr. 


[Debtors owing him or property [Creditors claiming from him or 
belonging to him.] his actual ownership.]} 








Cash [belonging to him $3,506.74 
Merchandise 
yy Debtors [owing 


Mortgage [owed by him] $4,000,00 
22,166.73 


m 15,972.15 
Real Estate [belonging 


James Jones [what he is 
to him] 


10,000.00 worth free and clear]. . 47,645.62 


$51,645.62 $51,645.62 











79. Another form of presenting the affairs of Jones is just the 
reverse of the above. Instead of being the account of everybody 
else in relation to Jones it represents Jones as he stands in relation 
to others ; exhibiting him as creditor for what he owns as well as 
for what is due him, and on the other side what he owes as well as 
the resultant or that amount which he does not owe. 

80. This manner of presentation is mostly used in England— 
liabilities and ownership on the left, assets on the right. 


FIGURE 21. 


JAMES JONES. 
[His Relations to Persons and Property.] 





Dr. 
[Showing how he is indebted and 
what he is worth.] 


Cr. 
[Showing how he is creditor 
or owner.] 








Mortgage [he owes]. ... $4,000.00 


Balance or] 


et Capital 47,645.62 


$51,645.62 








$3,506.74 
owns]. 22,166.73 

Personal Debtors [he 
being the creditor]... 15,972,15 
Real Estate [he owns]. 10,000.00 


$51,645.62 
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81. When we say “ in account with” between two names, we 
mean that the former is the debtor on the Dr. side and creditor on 
the Cr. side. Thus, A in account with B, means that the left hand 
side of the account is contra A and the right side is pro A, while 
B in account with A reverses the sides. 

82. With these interpretations, we may describe these two 
modes as follows: 

The American mode represents: 

THE UNIVERSE IN ACCOUNT WITH JONES. 

The English mode represents: 

JONES IN ACCOUNT WITH THE UNIVERSE. 

It seems to me that the American mode is preferable, for the 
following reason: “ Jones in account with the Universe” has 
already an account, like the one in Fig. 14, which is a current 
account, not an instantaneous one; one which does not give a 
snapshot of his status but the history of how he arrives at that 
status. It seems to me that to have the instantaneous account and 
the historic account both from the same point of view is less 
logical than to assemble the accounts of the universe including 
that of Jones and show that the result is true. 

83. But the mode, or order, is comparativly unimportant ; the 
really vital thing is that we have an equation weighing assets on 
the one side against liabilities and proprietorship on the other. 
Jones expresses the same facts whether he chooses to say 

“What Belongs to me + what is Owing to me = 

i what is Claimed from me + what is Unclaimed.” 

or “ what I Owe + what I am Worth = 

what I Have + what I Claim”; 
whether he writes in the third person or in the first. 

84. The balance sheet has limitations. The personality of the 
proprietor, his skill, his experience, tho important elements of 
his capital, can never be brought into his balance sheets. They 
cannot be bought nor sold and they only make themselves 
manifest thru the services which he does sell. 

85. The assets of the balance sheet consist solely of material 
factors outside of the proprietor, or of rights over others ; in other 
words, of material things now in possession and of material 
things which shall be in possession. 

86. The “ Me” account, which almost invariably occurs, re- 
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ceives various names, and these indicate a feeling of difference 
between this account and the others. There is in fact a profound 
difference as between soul and body; between any man’s Ego 
and Aliquis. 

The most usual title for a sole proprietor’s account is probably 

JAMES JONES, CAPITAL ACCOUNT. 
Another form is simply 
CAPITAL [ACCOUNT]. 
The objection to this is that all, or nearly all of the assets are 
capital in the economic sense; the man or the group of men use 
both Joan-capital and their own capital for their profit. 

If we are careful to discriminate between the bookkeeper’s 
“ Capital” account, and the economist’s “ Capital,” no harm is 
done. If “ James Jones’ Capital” account is spoken of, this con- 
fusion is avoided. So it is if we borrow from the economist the 
terms, capital-balance or net capital. 

87. Stock is an old-fashioned word for the same meaning, 
but is now seldom used except as to corporations. 

88. JAMES JONES, PROPRIETOR Or JAMES JONES, PROPRIETARY, 
would seem appropriate forms of speech for this purpose, tho 
not much used. 

89. The arrangement of the items in the balance sheet is of 
some importance especially if the list is voluminous. There 
should be some governing principle applied thruout if possible. 
In our example the order of availability has been followed, or, 
as it might be termed, the order of liquidation. Those assets are 
given first which are most readily convertible into cash. On the 
other side, those liabilities should first be stated which must first 
be met, and lastly the proprietary interests which are entitled to 
no fixt sum but to “ what is left.” 

go. It is not certain in any particular case that this order of 
presentation would be the best to follow. In an industrial enter- 
prise where it was thought that productivity or earning power 
was more important than readiness in debt-paying, it might be 
that the fixt plant was entitled to the first place among the assets 
and that the cash on hand would be placed at the end as the 
least productiv of assets. But, at any rate, some principle of 
arrangement is better than haphazard. 

gt. Let us now assume that James Jones whose balance sheet 
we have exhibited associates with himself William Smith as a 
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partner under the firm name of Jones & SmiTH; also that Smith 


contributes a net proprietary interest of $23,822.80, viz., the 
following assets: 


Merchandise 
Personal Debtors 
Bills Receivable 


subject to the following liabilities : 
Bills Payable 
Personal Creditors 


$13,565.35 

g2. The firm of Jones & Smith is a unit in mercantile affairs. 
The assets belong now to both jointly; the debts have been as- 
sumed by both and both are responsible for their payment. 

A new business entity has been created distinct from Jones 
and from Smith; it is a collectiv unity but a real one. Prof. Irwin 
Fisher in his “ Nature of Capital and Income” says that it is a 
“ fictitious person holding certain assets and owing them all out 
again to real persons.” In this I think he has been misled by the 
lazy habit of bookkeepers in calling all the credit balances liabili- 
ties, altho they know that some of those balances are not 
liabilities. Even admitting that there is a fictitious entity it owes 
nothing to the real owners. It merely is a composit ownership 
which again is owned in various shares by real owners, and has 
nothing to do with debt. 

93. The copartnership of Jones & Smith has a status at this 
moment ; it therefore has a balance sheet. In this, the proprietor- 
ship may be represented jointly or distributivly, as may be pre- 
ferred. The former would be preferable for an outward balance 
sheet, such as to a mercantile agency, or in applying for credit; 
the latter for information of the partners. (Figures 22 and 23.) 

94. Let it be supposed that Messrs. Jones & Situ, instead 
of a partnership, had preferred to form a company, named the 
Jones Mercantile Company. They consider that, as the actual 
value of their joint proprietorship is over $71,000 it would be 
quite proper to capitalize it at $60,000, in 600 shares, of $100 
each. Nevertheless, there is a total proprietorship of $71,468.43, 
as before, all of which must be represented in some form. 
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FIGURE 22. 
BALANCE SHEET OF JONES & SMITH. 








Cash $8,589.08 Bills Payable 

Merchandise 39,249.38 Personal Creditors 

Bills Receivable 7,000.00 yoy Payable 

Personal Debtors 24,095.32 Jones & Smith 

Real Estate 10,000.00 (the firm’s capital) ...71,468.43 


$88,933.78 $88,933.78 











FIGURE 23. 


BALANCE SHEET OF JONES & SMITH. 








Cash $ 8,589.08 Bills Payable $8,000.00 
Merchandise 39,249.38 Personal Creditors 5,465.35 
Bills Receivable 7,000.00 Mortgage Payable 4,000.00 
Personal Debtors 24,095.32 ames Jones 47,645.62 
Real Estate 10,000.00 illiam Smith 23,822.81 


$88,933.78 $88,933.78 











In order to represent both the amount of the capitalization 
and the true proprietary value, we divide the total proprietorship 
into two parts :— 


Capital: par, or face value of shares $60,000.00 
Surplus: excess of real value over par 11,468.43 


Their sum is the real proprietorship $71,468.43 


The resulting balance sheet would be :— 


FIGURE 24. 


BALANCE SHEET OF THE JONES MERCANTILE CO. 








Capital Stock 
Merchandise . Surplus 

Bills Receivable . Bills Payable 

Personal Debtors Personal Creditors .... 
Real Estate 10,000.00 Mortgage Payable 


$88,933.78 $88,933.78 
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95. The anomaly, not infrequently occurring, of ranking the 
capital and surplus before the liabilities may originate in the fact 
that a new corporation begins with capital stock and assets before 
contracting liabilities. It would seem more rational to place the 
proprietary accounts after the liabilities. 

96. Another kind of business entity is now introduced, a 
collectiv body but still personal and real. The fictitious feature 
is the nominal or par value of shares. Jones holds 400 shares out 
of 600; this does not express the value of the shares but merely 
the proportion which they bear to the entire proprietorship. The 
true value of Jones’ shares is not -<— of $60,000, but-—=_of the 
entire $71,468.43 or whatever the true value may turn out to be. 
The book value of each share would be $119,114.15, and this 
would vary with the ups and downs of business. 

97. A distinguisht publicist, Edward M. Shepard, has recently 
argued that it would be better if no nominal valug at all were 
attacht to shares of stock, if each merely represented the = 
or the —~— part of the entire proprietorship. There could then 
be no such thing as watering, or its opposit. 

98. As it is, however, the true net value of the concern is 
artificially split into two parts in order to exhibit the nominal 
capitalization. This is convenient for several reasons. The law 
generally strives to make the nominal capitalization conform to 
the cash originally invested. The nominal value of the share is 
a convenient basis for stating dividends by percentage. In some 
kinds of corporations, also, as insurance companies, the value is 
required to be kept up to at least the par of capitalization. In 
others, as national banks, shareholders are guarantors of solvency 
up to the par value of their shares, after those shares have fallen 
to zero. 

99. The selling value of the shares should be, apparently, the 
book value of the assets minus the liabilities. Yet, no matter 
how accurately the assets may be valued and the liabilities 
ascertained, it is very seldom that the selling price corresponds 
to the book value. The reason may be that while the assets are 
sufficient for liquidation at the book value, they are not handled 
with the success which will earn the average rate of dividend. 
This may be from lack of skill, from unfortunate location or some 
other disadvantage. But the purchaser is trying to buy future 
income, and will not invest unless he sees a prospect of getting it. 
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On the other hand, the management of the business may be so 
successful that its earning power is greater than the average per 
dollar and if this is appreciated it will command a premium 
greater than the surplus. 

100. The two sided, debit and credit form is not invariably the 
best for the balance sheet. To place the assets, liabilities and net 
proprietorship one below the other is a very clear way of pre- 
sentation, and admits of various orders of sequence, and of any 
process of summation. 


FIGURE 25. 


Net worth of investment 
Liabilities 17,465.35 


DetaILep BALANCE SHEET. 


Capital Stock, 600 shares of $100 
Surplus 


Net value of investment 


Assets: Cash 
Merchandise 
Bills Receivable 
Personal Debtors 
Real Estate 


Total assets 
Liabilities: Bills Payable 
Personal Creditors 
Mortgage Payable 


Total Liabilities $17,465.35 


101. We have said that there are certain assets, such as skill 
and experience which, in practice, never appear in the balance 
sheet. As a consequence there may be persons or business entities 
which have no balance sheet. An individual receiving a salary 
for his skill in some particular function and expending it exactly 
as fast as it is received, needs no balance sheet. His skill is a 
non-ledger asset, and he accumulates nothing concrete. If he 
does “ get ahead ” or “ get behind ” to a slight extent he will have 
assets and liabilities which will give rise to a balance sheet; but 
this will be insignificant in comparison with the non-ledger assets 
of personality + skill. Nevertheless he requires outlay and in- 
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come accounts, for he receives and gives services emanating from 
these non-balance-sheet assets. 

102. A municipal corporation is in a similar position. Its 
principal asset is its power of confiscating the property of its mem- 
bers and others within its limits, thru taxation, to an extent which 
can not be valued, but which is measured by the needs, as legally 
ascertained, of its members. In theory it is merely an agent for 
converting property into service. It has assets and some of them 
can be valued; but the most important ones, like highways, yield 
public and non-measurable service. It has liabilities also; but no 
balance can be struck between its assets and its liabilities which 
will define its status to any instructiv purpose. Lists of its assets 
so far as ascertainable are valuable; lists of its liabilities are even 
more so; but its proprietorship cannot be reduced to dollars and 
cents and hence its balance sheet is non-existent. The highest 
function of municipal bookkeeping is the codrdination of revenue 
and expenditure, of sacrifice and service. (See Mac Innes, on 
Municipal Balance Sheets. ) 

103. Having thus establisht the foundation of the balance 
sheet, we will proceed to the analysis of its components, Assets, 
Liabilities and Proprietorship, all three of which are usually but 
not invariably present. Of these the most concrete and tangible 
are the properties and rights constituting the assets; next are the 
deductions or reservations therefrom known as liabilities, and 
finally, existing only as a relation, is the still more abstract 
conception of proprietorship. 

104. The credit side gives the distribution, not of the actual 
assets, but of their value, while the debit side divides them accord- 
ing to their nature. No one asset need correspond to any par- 
ticular liability. The assets and liabilities taken together, the 
former being tangible and the latter definit, constitute the 
specific values which are the subject of the specific accounts. 








How to Begin an Audit.* 


By GeorGce WILKINSON, C. P. A. 


The subject upon which I have been requested to speak to 
you to-night is not how to conduct an audit, but how to begin one. 
My endeavor, therefore, will be to give you some useful hints 
as to just how best to get started, together with some advice that 
is more general in its character. The paper might be divided into 
three chapters: (1st) How to begin a complete audit; (2d) 
How to begin a limited audit; and (3d) How to begin a bank 
audit. The methods to be used in beginning an audit necessarily 
vary considerably with the conditions, with the nature of the 
business and with the size of the concern, also with the object 
sought. The auditor of experience will learn, when receiving 
his client’s instructions to do the work, just which kind of an 
audit he is required to make, while the young auditor, acting as 
a clerk, will be instructed by his employer just what to do. 

We will assume, as the hypothesis on which these suggestions 
are offered, that you have accepted a position as a qualified senior 
assistant in the office of a firm of public accountants, that your 
employers are so situated that it is impossible for a member of 
the firm to go with you to take up the work and, as a consequence, 
you are thrown on your own responsibility. 

I. HOW TO BEGIN A COMPLETE AUDIT. 

Your firm has been engaged, we will say, by the directors of 
a certain company to make a thorough audit of the business. No 
specified instructions have been received and nothing is fixed 
except the daily rate of remuneration. While it is essential to be 
thorough, it is equally important that no unnecessary work should 
be done, to the end that the charge may be reasonable. 

You will begin by counting the cash on hand. This may be 
made a trying ordeal, or a pleasant process, according to the way 
in which the matter is handled. As for the trying ordeal, let us 
see how it looks from the point of view of the faithful old cashier, 
“Honest John,” who has been twenty-five years at his post. He 
is honest and he knows it. He understands his business and he 


*A lecture delivered at the New York University School of Commerce, Accounts 
and Finance, February 5, 1907. 
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does his duty, as he sees it. Through constant traveling over the 
same narrow way, he has worn himself into a rut; his viewpoint 
being confined, he has grown mentally shortsighted; his office 
associates think he is “cranky,” but the truth is that he feels his 
shortcomings and is sensitive. 

On a busy day in the middle of the morning, in pops a dapper 
young gentleman, full to overflowing of vitality, animal spirits and 
modern ideas—the much advertised modern system expert. The 
poor old cashier’s desk appears to be littered up with papers, 
with some currency here and there; the checks he has received 
in the morning mail, with the accompanying letters, are in a little 
pile by themselves, and two or three memoranda, under a paper- 
weight, are there to remind him of currency paid out during the 
morning but not yet entered in the cash book. “Honest John,” 
faithful old fellow, can enter all these and balance his cash to a 
penny, in his own way, if given a chance. The time he usually 
chooses for his balancing is between five and six, after the day’s 
rush is over, when the boss has gone home and the constant round 
of interruptions is at an end. 

But here comes the modern system expert, all aglow with 
enthusiasm, instinct for the discovery of irregularities, bristling 
with aggressiveness. He insists on counting the cash immediately 
and will do it himself unaided. Jumped on thus unexpectedly, 
there is small wonder if “Honest John” “goes up in the air.” The 
expert counts his currency and lists his tickets. The total reached, 
he turns to the Cash Book and finds that the cash does not agree 
with the balance. Really now, how could he expect that it 
would? The “expert” starts in wrong and antagonizes a most 
useful man from the first, for he makes a note that “the cash was 
out of balance,” and, in his aggressive hurry he passes on to the 
next matter. 

In the foregoing I have tried to depict to you how not to do it. 
Now as to how to begin an audit and begin right. 

Before counting the cash, ascertain what time in the morning 
the office is open and be on hand to count the cash first thing. 
Let the cashier himself handle the money, while you see it done 
and note down what the drawer contains. Treat the cashier with 
as much respect as if he were the proprietor, concede his point of 
view. Take him at his own estimate meanwhile, and don’t be in 
too much of a hurry to find something wrong. If the cash does 
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not quite agree with the balance called for by the Cash Book, 
make a note of the factors used and then ask the cashier to 
determine the difference and let you know. 

Now, in counting the cash on hand in a commercial business 
or manufactory, in fact in any office except a bank or trust com- 
pany, count the actual money first and make a memorandum, then 
take the tickets, vouchers or other evidences of payment, adding 
information in regard to them to your memorandum. When this 
is done see that the cash drawer does not contain any more money. 
There might be an envelope containing some money that was 
“over” on previous occasions. 

Whatever conditions you find in the cash drawer, accept them 
as they are, in the first place, and take steps to better them after- 
wards. Don’t give the cashier a lecture on how to do his work, 
right off, but reserve your advice until you are better acquainted 
with the necessities of the case. Of course, if the cash is not right, 
you must report the fact promptly to your employer, or, if he is 
not available, you should report at once to your client. 

When the count of the cash is complete put your own footings 
in the Cash Book in red ink and write in the words “Auditor’s 
Footings,” stating the date and signing you initials. The next 
thing to do is to verify the Cash Book additions from the first day 
of the current month. 

Next comes the bank account or bank accounts. In a regular 
audit, where your firm has made the audit annually for some 
years, it will suffice if you verify the cashier’s last reconcilement 
with the bank. In new audits, especially if there seems to be 
room for any doubt, it will be your duty to send the bank pass 
book to the bank and have it balanced especially for your audit. 
When the pass book comes back have it delivered to you with the 
paid checks and proceed at once to make your own reconcilement, 
independently of the cashier. 

But the pass book will not be ready for a day or two, so in 
the meantime you can take up the next matter.. In a small busi- 
ness, where the cashier keeps the books, it will be well to examine 
all the paid checks, comparing the names and amounts with the 
stubs and scrutinizing the endorsements, It will also be necessary 
to compare the entries in the Cash Book with the check book. 
This work can well be done, or at any rate begun on the first day. 
In a larger office, where the bookkeeper has nothing to do with 
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the cash, it will not be necessary to compare all the paid checks. 
A portion of the period, if tested thoroughly, will be enough. 
In a large office it will be impossible to examine the paid checks 
on the first day. 

All cancelled checks should be accounted for. They should 
either be filed with the paid checks or preferably that portion of 
the cancelled check which bears the printed number should be 
pinned or pasted to the stub. See that all cancelled checks have 
been so treated. Then turn to the end of the check book and see 
if any checks have been taken out and not accounted for. 

The next thing to do, after counting the cash on hand and 
verifying the current month’s additions in the cash book, and 
checking the bank reconcilement, is to call for the Bills Receiv- 
able. At the same time ask for a list of these. If a list is not to 
be had you can make your own. Examine all the notes carefully ; 
include on your list the names of the makers, the due dates and 
any other pertinent information. If any notes are secured, state in 
what manner. 

It is well to tackle the vouchers as soon as you can, because 
you learn a great deal about the business you are auditing by 
scrutinizing these. In a large office it will be impossible to 
examine all the vouchers on the first day, possibly not any; but it 
is very desirable to get next to the vouchers at once. Have 
them brought out; see what shape they are in; map out the work 
you intend to do on them but do not neglect other more pressing 
matters to audit the vouchers on the first day. 

In the absence of a voucher system, receipted bills may be 
offered as evidences of payment. In a small office it is well to 
make the examination of these parts the first day’s work. — 

In the foregoing suggestions we have mapped out enough 
work to occupy all the first day, unless the business is very small, 
or unless you have an assistant. But there is one other matter I 
would like you to take hold of on the first day and that is the Trial 
Balance. 

Ask the bookkeeper for the latest Trial Balance, and look at 
the end of the recapitulation to see if it does balance. If it doesn’t 
balance, look at the previous one, and ask the bookkeeper what he 
has done to find the discrepancy. Take a look through the 
General Ledger, scanning the accounts and making a memoran- 
dum of the pages and names of the accounts you will analyze, 
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such as Merchandise, Manufacturing, Expense, Interest and Dis- 
count, and the like. In looking hastily over the Trial Balance 
see what controlling accounts there are which call for subsidiary 
Trial Balances, such as “Customers’ Ledger,” “Sundry Creditors.” 
Ask for the subsidiary Trial Balances for these and look at once 
to see if they agree with the controlling accounts in the General 
Ledger. 

All of the foregoing suggestions are offered for your guidance 
in starting a complete audit of a trading or manufacturing 
company. 

II. HOW TO BEGIN A LIMITED AUDIT. 

The procedure in this case is radically different. Your client 
is not the proprietor and has a certain definite purpose to accom- 
plish. He wants to know the condition of the concern and the net 
earnings derived from the business; he also wants to know that 
the truth is told in the books of account—the official history of 
the business. The counting of the cash; the verification of the 
bank accounts ; the checking of the vouchers can all be dispensed 
with in favor of doing something that will lead at once towards 
the end sought. 

If your letter of introduction is addressed to the president of 
the company, he will turn you over to the secretary, with in- 
structions that the latter shall afford you every facility. The 
first question the secretary will ask you is, “ Well, sir, where do 
you want to begin?” The first thing I would ask for is a place 
to work and then the General Ledger, Journal and Trial Balance 
Book. Turn at once to the last recorded Trial Balance—look at 
the end of the recapitulation to see if it balances—and begin 
immediately to dig into the principal impersonal accounts. Take 
a preliminary look through the General Ledger, noting the work 
you have to do and the further information you need. Make an 
exact copy of the Profit and Loss Account as it appears in the 
Ledger. This is to serve as the first link in the chain of identi- 
fication between the books and your report. As your copy of 
Profit and Loss Account grows, fill in, on your sheet, all the par- 
ticulars you learn from the Journal entries. As you do this, you 
should make a memorandum of the folios and names of accounts 
you intend to analyze or from which you must draw further in- 
formation. On another paper, make a list of things you want to 
get from the secretary of the company or from the bookkeeper. 
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Long before noon you will have finished your copy of Profit 
and Loss Account and will have two sheets of paper running 
somewhat like this :— 

WORK TO BE DONE. 


1. Make an analysis of merchandise A/c p. 8. 

2. Period to be covered—last three years ending 31st October. 

3. Make an analysis of General Expense A/c p. 67. 

4. Make an analysis of Salaries Account p. 73, showing separately 
officers’ salaries, salesmen, bookkeepers, clerks, etc. 

5. Verify the sales from the books of original entry and make a 
schedule of monthly totals. 

6. Analyze “Interest and Discount Account” p. 84, showing 
separately (a) Interest on borrowed money; (b) Cash Discounts; 
(c) Dividends received on investments. 

7. Look up the minutes of Directors’ meetings in respect of 
dividends declared and the authority for increasing President’s salary. 

8. In verifying Customers’ Ledger Trial Balance, make a schedule 
of delinquent accounts—and so on. 


The other list will read on this order :— 


INFORMATION WANTED. 


1. Annual Inventories on 31st October, 1904, 1905, and 1906. 

2. Schedule of Bills Payable outstanding on 31st October, 1906. 

3. List of shareholders at present time with their addresses and 
number of shares held by each. 

4. Particulars of mortgages, stating due date, number of bonds, 
trustee, rate of interest. 

5. Schedule of insurance policies in force, stating annual premiums 
and dates expiring. 

6. Why were the books closed on 30th November, 1904, instead of 
31st October ?—and so on. 

When the secretary comes to ask you if there is anything you 
will need during the next hour, because he is going out to lunch, 
you can hand him your second list and continue on another sheet. 

In conducting a limited audit always make a start by digging 
right into the vital part of the records, postponing all checking 
and verifying until later. By doing so you will give the im- 
pression that you know what you want and where to get it. This 
will help you throughout your work and earn for you the 
cooperation of your client and his employees. 

III. HOW TO BEGIN A BANK AUDIT. 

The first day’s work in auditing a commercial bank presents 
some peculiar features and needs very close application and 
watchfulness. In the first place, the work should begin in the 
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evening and not in the morning. As said earlier on, it is most 
desirable to begin well, to impress the officers and employees of a 
bank with the idea that you know your business. The auditor 
should therefore study carefully what he is going to do on the 
first day, arrange the work so that each member of his staff 
knows just exactly what to do, and how to go about it. 

The executive officer of a bank is generally the Cashier; to 
him you must address yourself immediately upon your arrival. 
In order to make a good start, in auditing a medium sized bank, 
it is well for the auditor to arrive at the banking house with three 
or four assistants, at a little before the close of business, the day 
of the audit. You will remember that the books of a bank are 
balanced every day and you can drop in any evening and begin an 
audit. Request the Cashier to instruct the general bookkeeper 
and the tellers to remain at their posts until the cash count has 
been completed, and the total agreed with the ledger balance. 

Ask the Cashier to designate a member of the bank’s regular 
staff, one who is accustomed to handle money and yet is independ- 
ent of the tellers, to help you count the reserve cash in the vault. 
An officer of the bank should be present all the time the cash in 
the vault is being counted. Secure from the Cashier the names 
and designations of each of the employees who handles money. 

Ordinarily the cash will be found in the hands of :— 

(1) The Cashier, or possibly the Assistant Cashier, who will 
have charge of the reserve cash, which may largely consist 
of gold certificates. 

(2) The paying teller will have most of his cash with him in 
his cage, but he may have some cash in the vault. 

(3) The receiving tellers will have the currency that they 
have taken in during the day, and such checks as they have 
not turned over to other employees of the bank. The 
bulk of checks and drafts, received from depositors during 
the day, will have been turned over to the clearing house 
clerks. These are called “ clearings.” 

The principal in charge of the audit, or one of his senior 
assistants, will go at once to the Cashier or Assistant Cashier 
(whoever keeps the reserve cash) and will count this cash, mak- 
ing a memorandum of all particulars. If this reserve cash cannot 
be counted at once, it must immediately be sealed up until it can 
be counted. 
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The principal (or preferably the accountant most skilled in 
counting money) will go at once to the paying teller’s desk and 
will count the cash in his hands, directly the teller is ready. He 
will also count the cash held by the paying teller in the safe (if 
any). He will make a memorandum of particulars. Give the 
teller time to make his own regular evening balance of his money. 

If it should be found that it is quite impossible to complete 
the count of all the cash on the first day, some of the large un- 
broken packages of money may be put away until the next day in 
a safe, but must be sealed up by the principal. It is, however, far 
better to count all the money on the first night, however late it 
keeps you. 

The auditor’s first assistant will go at once to the first receiv- 
ing teller’s desk and will count the cash in his hands as soon as 
this teller is ready, taking full particulars. The receiving teller’s 
balance must agree with his tally sheet. 

In counting the cash, count the real cash first, leaving the 
checks and “cash items” (tickets, etc.), to be examined and 
listed afterwards. After all the actual cash has been counted, 
examine very carefully all checks, tickets, due bills and other 
substitutes for cash (called “cash items”). Make a careful list 
of these “cash items,” stating full particulars, dates, names, etc., 
and if O. K.’d, by whom; if not O. K.’d, say so. In counting the 
cash, take care that the teller does not handle any of the money 
after you have counted it, until you are all through. In order to 
prevent this, place the cash that has been counted beyond you 
and out of the reach of the teller. Do this diplomatically, so that 
it will not give offence. It would do just as well, if the teller 
prefers it, to have all the money emptied out of the drawer onto 
the desk, and then count it back into the drawer, or into the 
teller’s cash box. Do not allow a teller to pass any money out of 
his cage to any employee outside. In like manner do not permit 
the teller to receive any money from anyone outside of his cage, 
except (in case of necessity) from the cashier of the bank. See 
to it that the teller does not absent himself on any pretext what- 
ever, while his cash is being counted, and that he keeps his 
attention on the matter in hand. Do not let him leave you alone 
with his money. 

In counting the cash, you may accept (temporarily) sealed 
packages of notes and of coin for the amounts that the labels or 
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outside markings call for. Set these aside to be taken up for 
closer examination, after the count of the cash has been made, 
but before leaving the teller’s cage. 

In the East you will find the cash on hand to be most largely 
paper currency; but in the Western States you will find large 
quantities of gold and silver. This is generally done up in large 
bags and labeled. Where the bills are of large denominations 
($5 or more) they must all be counted. Packages of small de- 
nominations should be tested, but need not all be counted. Money 
packages bearing unbroken the seal of another bank (where the 
teller has never counted the money) may be accepted at their 
face (endorsed) value, but it is well to watch the dates these 
packages bear. Count the loose notes and gold yourself, but you 
may allow the teller to count the loose silver coin, and stack it in 
piles before you: in this case, content yourself by counting one 
stack and comparing all others of like denomination with that one. 

Use the scales so far as practicable to save the actual counting 
of coin, especially in reserve cash, and in handling bags contain- 
ing large quantities of silver and gold. If there should be sev- 
eral bags of gold or silver coin, labeled to contain the same 
amount each, weigh them against each other and count only one 
bag, for which you should choose the bag that weighs the lightest. 
Fractional gold and silver weigh lighter than large coins; for 
instance, a bag containing $5,000 in double eagles will weigh a 
good deal more than the same amount in fives and tens. 

All bags of money must be opened, so as to see that they 
really do contain money and not lead. Bags of money bearing 
the unbroken names and seals of other banks may be accepted 
at their marked value, but watch to see that the value is reason- 
able and that the seals have not been broken. The practice of 
allowing sealed bags of coin to circulate between banks, without 
being opened, does not obtain in the Western States. 

Make a classified summary of the cash count, including every- 
thing that enters into the Cash Account. The total of the cash, 
in all the bank put together, must equal the balance of “ Cash 
Account” on the General Ledger, the amount of which will be 
supplied by the bookkeeper. The proof of this must be arrived 
at the first night. 

Checks on other banks that are of current date, are listed by 
the clerks of the bank at the close of the day and are known as 
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“ clearings.” Checks on other banks, that are found in the hands 
of the tellers must be listed, showing the date, the names of the 
drawers and endorsers, the banks drawn on and amount, also why 
they were not put through. 

A printed form of verification should be sent to each clearing 
house bank, with the “clearings” in the envelopes regularly 
used by the bank. The auditor will seal up each envelope with 
his own seal and will take a list of the total amounts of the day’s 
“clearings” (thus sealed up), stating name and clearing house 
number of each bank and the total amount in each envelope. 
There is no necessity to go into the particulars of what these 
envelopes contain. The circular letter enclosed with the “ clear- 
ings ” will serve as an acknowledgment from each bank, as it will 
come back the next morning, stating that the contents of the 
envelope were entirely correct and have been accepted by them in 
full for the amount named in the letter. 

The principal will place his seal upon the boxes, wallets or 
other receptacles containing (a) discounted bills; (b) securities 
owned by the bank; (c) collateral held by the bank on loans. 
These will remain under this seal until the second day, when they 
can be examined and listed at leisure. 

All the work described above, should be done on the first night, 
say between three p. m. and midnight. 

Certain other work of great importance must be done the first 
day of auditing a bank. The General Ledger must be balanced; 
the balances on the depositors’ ledgers should be drawn off and 
the total agreed with the controlling accounts in the General 
Ledger. Statements should be sent to banks having deposits ; 
letters should be written to depository banks requesting special 
statements up to date and notices should be mailed to every bank 
throughout the country to whom drafts and checks have been sent 
for collection and on which no returns have been made. 
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EDITORIAL. 


The Business Outlook. 


When a man is in abounding health and begins to boast that 
his stomach can dissolve nails, rarebits and ground glass, the 
French proverb warns him to “touch wood” in humble propitia- 
tion of the fates. If a man is so confident that he fails to make 
this acknowledgment of his dependence upon a superior power, 
wise men shake their heads and predict his collapse. 

During the last six months the statistics of this country’s 
trade and industry have reached such astonishing totals that 
thoughtful men are beginning to fear lest people get over-confi- 
dent. Never before during a prosperous period has there been 
so much talk about panics and crises as there is at the present 
time. Mr. James J. Hill, President of the Great Northern Rail- 
way, is full of foreboding for all sections of the country and all 
industries except his own. Mr. Stuyvesant Fish, former Presi- 
dent of the Illinois Central, has predicted hard times in 1907 and 
1908. Even Mr. John D. Rockefeller has taken the public into 
his confidence and declared that there was likely to be much 
suffering and involuntary idleness during the coming year. 
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Cassandra is evidently in the saddle and is megaphoning her 
dire prophecies throughout the land. 

In view of this condition of affairs THE JouRNAL OF 
AccouUNTANCy believed it wise to appeal to its constituents for a 
calm and sane expression of opinion with regard to the outlook. 
Of all business men, accountants are the least likely to lose their 
heads in any speculative furor. Their training and occupation 
compel them to be sane, fair and conservative. It is as bad for an 
accountant to underestimate the assets and prospects of a client as 
it is to over-estimate them. He knows that the client is entitled 
to the exact truth, and that it is his business to discover and state 
the truth. THE JourNnat, therefore, has a great deal of respect 
for the opinions and conclusions which representative accountants 
have expressed in the symposium published in this number, and 
it is glad to note that their message to the business world is on 
the whole one of encouragement. Several of them have discov- 
ered reasons why business men and bankers should proceed with 
extra caution, but none of them seems to think that the present 
period of prosperity is destined to be followed by immediate or 
disastrous reaction. 

When we analyze the reasons upon which current pessimism 
is based, we find more occasion for cheer than for despair. 

Money is tight, the rate of interest is high, bank reserves are 
low. To be sure, but those are inevitably the phenomena of 
good times. What is the quality of the Loans and Discounts? 
That is the vital question, and with respect to it we have little 
evidence one way or the other. 

Railroads and other corporations cannot borrow the capital 
they need and must, theretore, retrench and forego certain con- 
templated improvements and extensions. That situation is also 
the product of good times and does not furnish the slightest 
reason for believing that railroads will do less business this year 
than last. 

But wages have risen and cut into profits. So have prices 
risen and the railroads appear to be doing things that are equiv- 
alent'to an advance of rates. 

The administration, by attacking business interests, especially 
the railroads, has destroyed confidence and given enterprise a 
fatal check. That argument is urged by interests who want the 
people to let them do as they please and do it in the dark. The 
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Interstate Commerce Commission may possess undue power, yet 
no fair man expects that it will exercise that power unduly or 
unjustly. 

“But the situation is critical and Roosevelt is liable any day 
to throw a bomb that will rip things up.” Quite so, but the 
President is a very shrewd and practical man, and no man or 
corporation doing business on the square is afraid of him. 
President Roosevelt and Governor Hughes of the State of New 
York will doubtless do unexpected things this year; but we are 
certain they will not wittingly do anything to injure the material 
interests of the people they represent. 

The worst that can be said with regard to the business outlook 
is this: We have had three years of ripping prosperity, and 
experience warns us that a change is due. That, however, does 
not mean failure, panic and distress. More likely it means merely 
a pause for adjustment to the new conditions. Wages and 
salaries must be brought up to the higher price-level of the 
necessaries and comforts of life. New capital must be created 
before new enterprises can be undertaken. New gold must be 
mined before bank reserves can support larger credits. These are 
facts that cannot be denied, but they predicate merely a breathing- 
spell, not a panic. Nevertheless, as we say it, it is well to 
“touch wood.” 





English vs. American Practice. 


The statement made by President Sells in his inaugural 
address to the effect that America is “ far ahead of Great Britain 
in the character of our professional accounting work ”—coupled, 
as it was, with the admission that in the fields of ethics and educa- 
tion we can learn much from the mother country—naturally 
suggests inquiry as to particulars. In what fields of accounting 
practice is the American accountant superior, and in what does 
his superiority consist? It has seemed worth while to seek 
answer to those questions, for we feel confident that the average 
American accountant will not swell with conceit should our inves- 
tigation tend to corroborate the opinion expressed by Mr. Sells. 
Our accountants, especially those whose practice has not taken 
them across the water, have for years regarded the hoary pro- 
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fession of accountancy in Great Britain with an almost filial 
respect and veneration, and to many of them Mr. Sells’ state- 
ments doubtless has brought greater surprise than to any English 
accountant. 

There are many accountants in this country who are familiar 
with conditions in Great Britain. Some are English, some are 
American. Among them we find general agreement that Ameri- 
can practitioners are superior to the English in at least one 
particular, namely, cost accounts and systems. The new condi- 
tions in the country and the rapid growth of business under- 
takings have made it necessary for the American practitioner 
to study this branch of accounting most closely and work 
out the difficult problems which it involves; whereas it is 
claimed that in England this most important subject has not 
been taken up in a thorough and systematic way. This point of 
superiority for the American accountant is admitted by many 
British accountants who are now practicing in this country. 

It is well known that the accounting systems in Great Britain | 
entail much more repetition than is the case in America. For 
example: In Great Britain in a commercial business it is common 
to find that an invoice is written, transcribed to a sales record, 
summarized (if not copied in full) in the journal, and from it 
posted to the ledger. The same principle is applicable to the 
accounts of manufactories, and many other businesses. In 
America the system usually provides for the writing of an invoice, 
with an extra copy at the same writing. The extra copy is made 
the permanent sales record and from it the postings are made 
direct to the ledger. 

Again in Great Britain, it is the practice to transcribe in full 
by hand the invoices for purchases in a record for the purpose, 
and a summary of the purchase record (in some cases the detail) 
is entered in the journal, and from it posted to the ledger. In 
most cases ledger postings are to individual accounts to the credit 
of those from whom the purchases are made. In America it is a 
common practice to use the invoices received, pasted in a book 
arranged for the purpose, as the purchase record, from which the 
postings are made direct to the ledger, one account only being 
kept in the ledger to the credit of all such purchases. When pay- 
ments are made the charges are entered against the one 
controlling account in the ledger. 
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In many cases in America there is a voucher or purchase 
record which is used principally for making distribution to the 
various charge accounts for purchases, omitting the recording of 
the details of such purchases. The devices for this method vary 
but the principle is generally followed. The tendency on the part 
of the American accountants is to make standard forms for 
invoices and vouchers so that the devices for providing permanent 
records in the offices where the invoices are issued will correspond 
with those for invoices received. 

In this connection, it is worth while to note the common use 
by the American accountant of the so called “ check voucher ” in 
corporation and other systems where the transactions are exten- 
sive. In one writing a brief summary is made of the account on 
a form which provides for the approval of the officers responsible 
for a purchase, and the signature of the treasurer or other officer 
responsible for the payment. This latter signature converts the 
paper into a check and when received by the payee it is endorsed 
in the same way that a check is endorsed. When returned 
through the bank it becomes the permanent and only receipt and 
finds its place in a file for the purpose. The British method 
provides for a check and a separate receipt. 

It is obvious that these points of difference in the method of 
conducting the accounts affords a directness of work and facility 
and economy of time in the performance of the audit as well. 
While the British systems duplicate and elaborate in these records 
they frequently do not carry the system of keeping cost accounts 
to a perfect balance with materials and supplies consumed, nor do 
they provide for keeping accounts of values and quantities of 
the various articles of materials and supplies kept in stock. This 
is the usual practice with American accountants. While some of 
the British authorities on cost-keeping advocate these principles, 
and they have been adopted in many cases, the plan, it seems, is 
far from being general among the accountants in Great Britain. 

Besides cost accounts and system, the practice of accountancy 
generally speaking, covers two other distinct classes of work, 
namely, auditing and special examinations. With respect to work 
in these fields most English accountants practicing in the United 
States are, as a rule, reluctant to admit the existence of any 
superiority on this side of the Atlantic. But American account- 
ants who are familiar with methods in Great Britain are quite 
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positive in their opinion that the English accountant might learn 
much from us. 


With respect to auditing, which is the main support of the 
profession at present, superiority is claimed for the American 
practice on two specifications: (1) the American audit is more 
expeditious; (2) it is broader in scope and hence possesses 
greater administrative value. 

In Great Britain, for example, there is a disposition to spend 
a vast amount of time in checking details of entries, such as 
comparing receipts or vouchers with the cash book entries, and 
checking postings from cash books, sales and purchase records 
to journals, and from journals to ledgers. In America the audit 
is made more by a series of tests throughout the various books 
kept, for the purpose of proving the accuracy, with a definite 
proof only of the mathematical accuracy of the trial balance with 
the ledger. There is also much attention given to the distribution 
of the accountsas between permanent assets, property, investments, 
etc., materials and supplies, current assets, accounts receivable, 
cash, etc., and charges to operation, income, and profit and loss 
accounts on the one hand, and to fixed liabilities, capital shares, 
bonds, mortgages, etc., and current liabilities, bills payable, 
accounts payable, reserves, and credits of earnings, revenue, 
profits, income and profit and loss accounts on the other. Careful 
consideration is given to the composition of these accounts and 
their relation to one another to the end that they will express 
with definiteness the relation of one to the other and to actual 
conditions. 

It could not be said that the British accountant does not give 
a certain degree of attention to the conditions, yet he does not 
give anything like the amount of attention to this feature that the 
American accountant does. The British accountant aims more 
especially at mathematical accuracy; the American accountant 
not only has the same aim and a less cumbersome method, but 
also aims to offer something of value for administrative purposes. 

It might be argued that the American accountant who audits 
merely by making tests instead of checking everything in detail 
runs a risk that the professional accountant should not take. The 
answer to this is that in the ten or fifteen years experience in this 
country the American accountants have suffered nothing on this 
account and have gained much in the development of their faculty 
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of readily discovering things that should be brought to the atten- 
tion of the client. When the mind is held for a long time upon 
routine details it tends to become more mechanical and less liable 
to detect irregularities than when the eye is upon general condi- 
tions, looking for misstatements and inconsistencies. When the 
tests bring to light the slightest thing pointing to an irregularity, 
either intentional or otherwise, everything that can possibly have 
any bearing upon the accounts is checked, examined, and 
inquired into. 

Further, the reports of American accountants usually contain 
comments in regard to the condition of the accounts, notes on the 
administration—varying according to the conditions and the 
nature of the engagement in regard to such matters as would 
naturally come within the range of the accountant’s judgment. 

It could not be said that there are not American accountants 
who spend much time in details and who do not make comments 
on the accounts when the audit is completed, nor is it true that 
no British accountants take short cuts or make notes on their 
audits. When the British accountants do make notes, however, 
the notes for the most part are a repetition of what may be seen 
by looking at the balance sheet and accompanying schedules. The 
American accountants give a great deal of time to comparisons 
of the various expense accounts and revenue accounts, one year 
with another, examining in detail the causes of increases or 
decreases. These features are not only brought out in detail in 
comparative statements but are commented upon for purposes of 
administration. The British accountants give comparatively little 
attention to these matters. 

In making comparisons the American accountants have 
recently designed a plan by which the increases and decreases 
shall appear without showing the figures for the previous period. 
For example, the first column shows the operations for the 
current period and the second column shows in red or black the 
decreases or the increases, respectively, as compared with the 
previous period. 

Finally, it would appear that British accountants, in making 
special examination reports, do not deal with the condition of 
affairs—fiscal, physical, and financial—in anything like the com- 
prehensive manner that the American accountants usually do. It 
may be said that one reason for this is that the British accountant 
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does not have as much of this class of work to do as does the 
American. In Great Britain business is in a more settled condi- 
tion than here and calls, therefore, for less extensive special 
examinations. The reports of the American accountants usually 
include data in regard to organization, description of the prop- 
erty, duties and salaries of the officers, number and pay of the 
employees, markets for their products in the case of factories, and, 
in the case of railroads, the population tributary to the line, 
character of traffic, and the connections that are tributary. Such 
comprehensive reports with the British accountants are the 
exception. 





A Novel Method of Audit. 


The Schenectady (N. Y.) Savings Bank has inaugurated a 
novel and apparently effective system of subjecting all its ac- 
counts to an audit conducted by the entire public. It publishes 
in a regular edition of a local paper a detailed statement of its 
entire balance sheet, so that any under-statement of liabilities 
or over-statement of assets may have a chance of being detected. 

The most voluminous part of the exhibit is, of course, that 
giving the amounts due depositors. It is well known that it is 
impracticable to corroborate thoroughly the correctness of the 
balances constituting the amount due depositors. The ex- 
aminers of the State Banking Department have never devised any 
method which was effectual. The calling in of passbooks would 
be effectual, but it is impossible in practice to reach more than a 
small percentage of the depositors and induce them to send in 
their books. 

The Schenectady method is as follows: A complete list of the 
balances due depositors is printed in 118 close columns, desig- 
nating them by numbers only, not by names. Each depositor will 
look for his own number, which is on the passbook, and will see 
if it is contained in the list at the proper amount. As no names 
are printed and as the number of the account is usually known 
to the depositor only, there is no breach of confidence as to any 
one’s account. Let us suppose that some clerk has appropriated 
a sum of money deposited, entering it on the passbook, but not 
in the books of the bank, trusting that it will be a considerable 
time before the book is again presented. The depositor will find 
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that his balance as published is incorrect and investigation will 
follow. The type of fraud here referred to is not unknown in 
the history of savings banks and is difficult of detection or pre- 
vention except by the use of a duplex recording machine which 
leaves in the bank a facsimile of the entry printed in the passbook. 

The totals of the list of deposit-accounts are carried forward 
from column to column and amount finally to the total stated in 
the annual report. 

An analogous method is pursued as to assets. It is well 
known that the assets of a savings bank have been sometimes 
padded out by including, at its face-value, a mortgage on which 
partial payments have been made but not endorsed on the papers. 
Now, the mortgagor will be enabled to look up his mortgage (by 
number again, not by name), and see that it has been duly re- 
duced on account of such payments. 

The Schenectady plan embodies the principle of control 
through publicity, which has been stated by President Roosevelt 
and others to be the most efficient form of check upon embezzle- 
ment and other irregularities. 





What a lawyer thinks of the new requirements of the Pennsylvania 
State Board of Examiners of Certified Public Accountants is clearly and 
forcibly set forth in this issue by the editor of the Legal Department. A 
man would have to possess a thorough professional training in law, he 
thinks, in order to pass even moderately difficult examinations in all the 
subjects enumerated. Mr. McClinchie perhaps displays the lawyer’s 
tendency to emphasize the intricacies of his science and to under-estimate 
the layman’s ability to grasp general legal principles. 

It may be that the Pennsylvania examinations will not be so severe 
as the circular seems to indicate. We shall watch with interest for the 
first set of questions imposed on candidates under the new rules. 





Reviews of Corporation Reports. 


Conducted by THOMAS WARNER MITCHELL, Ph. D. 


Corporate control is of three kinds, viz. : (1) the control exercised by the stock- 
holder, (2) the control exercised by the board, (3) the control exercised by the officer. 
The purpose of accounts and reports is to make control intelligent. Do the reports 
rendered to stockholders contain such information as will enable them to exercise in- 
telligent judgment with respect to the fidelity, efficiency and economy of corporate 
trustees and agents? This is thc viewpoint of criticism and analysis appearing in this 
department of THE JOURNAL. 





Reports of the International Paper Company. 


With two exceptions, the corporation reports which have been dealt 
with in former articles have been those of railroad companies. Railway 
reports present fewer difficulties in the way of analysis than do those of 
industrial companies for two reasons, namely, the fact that in the analysis 
of the former the standards, though rough, are well established, and the 
further fact that in them the information is given in much greater detail. 
One of the best of industrial company reports is that published by the 
International Paper Company. But even this company’s report proper 
consists of but four printed pages, the first a preface by the President, the 
last a certification by an accountant as to the correctness of the balance 
sheet and statement of earnings which constitute the second and third 
pages respectively. 

The balance sheet and statement of earnings in each annual report are 
for the current year only, thus admitting of no ready comparison of the 
company’s condition at different times. The tables following bring together 
the balance sheets and income statments for the years 1903 to 1906. 

Beginning with the statement of earnings, probably the first thing that 
will be noticed is that although the “gross income” has steadily increased 
during the last four years, when we think of the large growth in railroad 
gross earnings during the same period and the general condition of great 
“prosperity” which has affected business, this increase of less than 8 per 
cent seems small. Further, the expenses have not only increased, more 
than proportionately but more absolutely; and with the increase in fixed 
charges, the net income available for dividends on the preferred and 
common stock has shown a decided tendency to decline in absolute amount. 

After paying 6 per cent. dividends on the preferred stock the company 
has had surplus earnings which, for the four years included in this analysis 
have averaged 4.78 per cent. of the par value of the common stock. The 
yearly percentages, however, have varied considerably from this average: 
they were 6.8 per cent. in 1903, 4.1 per cent. in 1904, 4.55 per cent. in 1905 
and only 3.6 per cent. in 1906. Manifestly the company’s management was 
justified in not paying dividends on the common stock during this period. 
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Corporation Reports. 


These surplus earnings should be put back into improvements and additions 
to the plant, and working capital for a few years, until, if possible, the 
company’s earning power can be permanently increased and the common 
stock be placed on an investment basis. 

An important point in dealing with trading or manufacturing is the 
profit on the turnover of the working capital, and the rapidity of turnover. 
A concern with a working capital of $100,000 consisting entirely of cash 
may lay this cash out in the purchase of materials, labor, repairs and 
replacements to machinery, selling expenses, etc., and as a result sell a 
finished product for $110,000. At one moment the working capital consists 
altogether of cash; at another it consists partly of labor purchased, half 
finished products; later it takes the form of finished products, which in 
turn are sold, partly for cash, partly on account, partly for commercial 
paper. It is evident that at any given moment the working capital will be 
embodied in all these forms—it will consist partly of cash, partly of raw 
materials, half-finished and finished goods, “accounts receivable” and 
“bills receivable.” 

In this way the three items of “cash,” “accounts and bills receivable” 
and “ inventories,” which are found in the balance sheets for 1903, 1904 and 
1905 indicate that the years 1904 and 1905 were begun with a working 
capital of approximately $9,000,000 each, while that of 1906 was about 
$10,800,000. This assumes that the inventories and accounts and bills 
receivable were stated at their real worth in the balance sheets; of course 
if the inventories could be duplicated at much less cost or if the “accounts 
and bills receivable” included an accumulation of “dead wood” from past 
years, the working capital has been impaired and is really much less than 
the sums stated. 

To resume the illustration started above, the profit on the turnover 
was $10,000 or 10 per cent. The original $100,000 represents expenses, the 
$110,000 represents receipts from sales or “gross income.”* The $110,000 
will again be laid out on materials, labor, etc., yielding finished products 
which may be sold for $121,000. If this constitute the year’s business, the 
working capital has been turned over twice, the total expenses have been 
$100,000 plus $110,000, or $210,000, the gross income has been $110,000 
plus $121,000, or $231,000, and the net earnings have been $21,000, or 10 per 
cent. on the outlay. This illustration shows that, leaving out of account 
sources of income other than that of manufacturing and selling, the average 
rate of profit on the turnover will be identical with the rate of profit on the 
entire outlay for “expenses.” 

Comparing our company’s “gross income” with its expenses—manu- 
facturing, selling and administrative—we find that, ignoring other sources 
of profit, its average profit on the turnover was 21.8, 18.4, 18.5 and 16.9 
per cent. for the years 1903 to 1906 in order. Assuming that the figures 
given above for the working capital were approximately correct we see 
after a little calculation that the working capital was turned over about 
1.8 times in each of the years 1904 and 1905 and about 1.6 times in 1906. 
If any of the company’s four to eight millions of securities yielded any 


income from securities owned.” 
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income (which was the case, but the amount of this income without being 
stated was deducted from the expenses) then not only would the rate of 
profit on the turnover be less than that stated above, but the number of 
turnovers would be slightly larger. We may feel sure, however, that the 
working capital of the International Paper Company has in no case been 
turned over twice during a year. 

Two turnovers during a year, a turnover once in six months, seems 
a rather small number even for a manufacturing concern. It suggests 
turning attention to the items which constitute working capital. Cash we 
may pass over. We have no means of testing the valuations placed on the 
inventories. The “accounts and notes receivable” may be investigated to 
some extent, however, even though nothing specific has been said about 
them in the company’s report. 

This item, which constitutes about 9 per cent. of the total assets and 60 
per cent. of the working capital, represents about 27 per cent. of the gross 
income for the year. Naturally all the accounts and bills receivable 
which arose during the earlier parts of the year were converted into cash 
long before the close, provided they were collectible. If the business 
were distributed uniformly over the year and all sales were made on three 
months’ credit, then all the sales of the last quarter, i. e., about 25 per 
cent. of the “gross income,” would be represented in these accounts and 
bills receivable, but no other sales would be represented unless the debts 
proved uncollectible. This large item in the company’s balance sheet might 
indicate, therefore, that the company was in the habit of giving its 
customers about three months’ credit. 

If the productive process and subsequent sale occupied an average 
period of three months’ time, and the sale were made on three months‘ 
credit, it will readily be seen that the company would need a working 
capital about twice as that which would be needed if sales were made for 
cash, and that this working capital could be turned over only twice a year. 
Some such consideration might explain the size of the working capital 
and the infrequency of its turnover. 

On the other hand a large portion of the “accounts and bills receivable” 
may consist of uncollectible accounts and bills carried over in the company’s 
accounts from year to year. In this case the real working capital would be 
much smaller than the amounts stated above, and the number of turnovers 
during the year proportionately greater. For the further illustration of 
this point among others the table of changes in the company’s balance 
sheet on the page following may be introduced. 

A word in explanation of this table. Since the two sides of a balance 
sheet are equal in amount, the net change in the assets from year to year, 
whether this change is an increase or decrease, must exactly equal the net 
change in the liabilities (including the capital stock, reserves, and surplus). 
A little thought will convince us, therefore, that if the increases in 
individual assets and decreases in liabilities be grouped together in one 
schedule and the decreases in assets and increases in liabilities be thrown 
together in another, the totals of these two schedules must be the same 
This is what has been done in the table, the former group representing 
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TABULATION OF CHANGES IN THE BALANCE SHEET OF 
INTERNATIONAL PAPER CO. 





Purposes OF EXPENDITURES. 
Increase in Mill Plants 


oe 


Sinking Fund 


1905-6. 
$667,694 


1904-5. 
$609,780 
26,013 
1,645,602 
48,799 


“GE: CBee Ss cee we hes 
** Accounts and Notes 
Receivable 
‘** Inventories 
Decrease in Divisional Mortgages... 
si “* Accrued Interest, Taxes 


81,160 


1,013,606 





$5,218,090 
Sources oF FunDs. 


Decrease in Woodlands 








“oe 


Furniture and Fixtures, 
“* Sinking Funds 

** Accounts and Notes Re- 
ceivable 


Inventories 
Increase in First Consolidated 
Mortgage Bonds..... 
“* 5% Consolidated Con- 
vertible Bonds...... 
“ Accounts and Notes, 
Payable 
** Accrued Interest, etc. . 


134,000 


5,000,000 





$2,695,248 | $5,218,090 | $1,476,530 














purposes for which expenditures of funds have been made, the latter 
representing the sources from which these funds have been obtained. 
Now to recur to the “accounts and notes receivable.” 

This item has increased by nearly 38 per cent. since 1903; it showed a 
decrease in 1905, but this was insignificant. During the same time the total 
assets increased only 12 per cent. while the gross income increased less 
than 8 per cent. (see balance sheets and statements of earnings). These 
comparisons strengthen the suggestion that the item of “accounts and bills 
receivable” may contain a lot of “dead wood.” They at least indicate that 
the company is maintaining its volume of sales either by granting its 
customers longer and longer credit, or, and this is the last explanation 
which will be suggested, by resorting to a large volume of credit sales 
just before the close of its fiscal year. If. either suggested explanation 
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corresponds to the facts our former judgment as to the weakness of the 
company’s earning power is reinforced. This item of accounts and bills 
receivable will be referred to again later in another connection. 

Let us make use of the table of changes in the company’s balance sheet. 
In 1905 there appeared a new issue of “Five Per Cent Consolidated Mort- 
gage Convertible” bonds amounting to $5,000,000. The financial papers 
allege that the proceeds from the sale of these bonds were to be used to 
reimburse the company’s treasury for past outlays upon new plants, and for 
future new construction. What light will this table of changes shed upon 
this point? The scedule of changes for 1903-4 shows an increase in three 
capital assets, namely, “mill plants,” “woodlands” and “securities,” 
amounting altogether to $642,261; it also shows an increase in “accounts 
and bills receivable” of $743,191. The former amount represents the “past 
outlays” just mentioned. The principal sources of funds expended in this 
way are indicated in the decreases in cash and inventories, i. e., materials 
on hand, amounting to $697,614, and in the increase of $717,258, in the sur- 
plus account. The latter is more than taken up in the “accounts and bills 
receivable,” which arise largely from the same source as the surplus itself, 
namely, the “gross income.” Setting these two over against one another, 
we have left the major portion of the decreases in cash and inventories to 
account for the increases in the capital assets. That is, the expenditures 
upon the capital assets have been made out of working capital. 

Now let us see what disposition has been made of the proceeds of the 
bond sales; the sale of the $5,000,000 of new consolidated convertible bonds 
and of $134,000 of old First Consols constitute the all important sources of 
funds for expenditure during the year 1905. The increases in cash and 
inventories together, i. e., of working capital, amounting to $1,783,790 
constitutes one large item. Deducting from this the increase of $43,716 in 
the surplus account as accounting for a part of it, we observe that the 
working capital has been replenished nearly two and one-half times. If 
the principal item of this replenishment were cash we might say that this 
was only temporary and that the cash would eventually be expended upon 
capital assets. But the greatly preponderating item is that of inventories. 
Hence we may say that the company has bonded itself in part to get more 
working capital. Nevertheless, over two and one-half millions of dollars 
have been spent on capital assets, the same three as before, namely, “mill 
plants,” “woodlands” and “securities.” Unfortunately no information has 
been vouchsafed as to the precise character of these assets which have been 
built or purchased,.so that the stockholder cannot learn from the reports 
whether their worth is commensurate with their cost. One very important 
use to which the proceeds of these bond sales has been put has been the 
reduction of the amount of the company’s “accounts and bills payable” 
outstanding; that is, the company has funded a floating debt of over 
$1,000,000. 

A small discrepancy between this table of changes in the balance sheet 
and the statement of earnings may attract the reader’s notice. The increase 
in the surplus account during the year 1905 was $43,716 according to the 
balance sheet and $793,715 according to the statement of earnings. The 
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discrepancy is $750,000. This was the amount of the discount on the new 
bond issue, which, because of the company’s poor credit, was sold at a 
discount of 15 per cent. It speaks well for the company’s management 
that they have deducted the amount of this discount from the stated 
surplus instead of adding it to the cost of the property, as is often done. 

To pursue these changes into the year 1906, we find the “accounts and 
notes payable” reappearing in great force, having been increased by nearly 
$2,000,000. These together with the $641,138 of surplus earnings for the 
year furnished the bulk of the funds which were expended during the year. 
First, to dispose of the surplus earnings. Those ever recurring “accounts 
and notes receivable,” which have increased by $943,666, will account for all 
of these and $300,000 more. Shall we say that to pay the 6 per cent. 
dividend on the preferred stock the company has had to borrow money 
in anticipation of the collection of a part of these “accounts and notes 
receivable”? There is nothing wrong in doing so, provided that after the 
most conservative judgment has been passed upon them these debts due 
from customers are considered perfectly good. Having disposed of the 
surplus, this leaves the continued large outlays on mill plants, the consider- 
ably smaller outlays for securities, the increase of nearly $400,000 in cash, 
etc., to be paid for in “accounts and notes payable” and the reduction of 
woodlands and inventories together of about $93,000. 

Let us retrace this history of these “accounts and notes payable.” During 
1904, as we have seen, the working capital was turned into fixed capital 
to the extent of about $670,000. During the following year bonds were 
sold and not only was this $670,000 restored to working capital, but about 
$1,068,000 more. Thus, during the year 1906, the shortage of funds with 
which to carry forward the improvements and additions to the company’s 
property, caused by this diversion of capital funds into working capital 
whence they could not readily be extracted again (the decrease in “inven- 
tories” during 1906 was only $28,758) together with the extension of credit 
in sales as evidenced by the large increase in “accounts and notes receiv- 
able,” is very largely responsible for this extensive increase in “accounts and 
notes payable.” Thus the end of the fiscal year 1906 finds the company with 
a gross floating debt, including accruals of taxes, water rentals, and 
interest, of $3,688,500. 

We wonder how this floating debt will be met eventually. If the 
“accounts and notes receivable” are really good, the current assets, con- 
sisting of these and the cash as shown in the balance sheet will be doubly 
sufficient. Otherwise this floating indebtedness may lead to more bond 
sales, or, in the face of weakness in earnings and credit, especially should 
J. J. Hill’s prophesied industrial depression set in in 1908, to financial em- 
barrassment. There is no intention to prophesy the last named contingency ; 
but unless the line of inquiry followed above is altogether wrong, there 
may come a time when the company will find it advisable to discontinue the 
preferred dividends and apply all its surplus earnings to strengthening 
its property. 

In conclusion, the reader may think that a considerable amount of 
speculation and conjecture has been obtained from the two printed pages 
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of financial data referred to at the outset. The amount of it is indicative 
of what the company could accomplish if it should take its stockholders into 
its confidence and show this analysis in the reports themselves and supple- 
ment it by the information necessary to take away all its indefiniteness. 
The usual reply to such a suggestion is that the company cannot afford to 
publish valuable trade secrets. Possibly we cannot expect a company to 
announce to the world that its financial strength is waning, because that 
might encourage competition and certainly would impair its credit. But 
there are two sides even to this. It would seem that the stockholders, 
especially those that represent any considerable interest in the stock, ought 
to be informed concerning the true condition of their company. Aside from 
this it is not at all certain that valuable trade secrets need be divulged in 
order to give the stockholder all the information needed by him to form 
an intelligent judgment concerning the condition and management of his 
company. Certainly the experience of British companies does not indicate 
that any vital trade secrets need be divulged; and there the company’s 
accounts are audited by an accountant who is chosen directly by the stock- 
holding body and who makes his report directly to that body instead of to 
the board of directors or president as in this country. 





Recipients of C. P. A. Degrees. 


The following persons have received the C. P. A. degree in the three 
States named within the last few months: 


Illinoi 


By waivers: Harold Bennington, Robert O. Berger, Charles L. 
Broune, Herman J. Dirks, George E. Fawcett, Frederick W. Menzies, 
Andrew K. Todd. 

By examination: H. E. Addenbrooke, L. A. Keidel, David J. Levi. 


Florida. 
By waiver: John Alexander Hansborough, Russell W. Bennett, Edgar 
Irving Matthews, Thomas G. Hutchinson, Walter Mucklow. 


By examination, January 24, 25 and 26, 1907: William H. Beidelman 
and John Flint. The total number of Certified Public Accountants in the 
State is forty-eight. 





The New York State Society of Certified Public Accountants will cele- 
brate its tenth anniversary by a banquet April 15th at the Waldorf-Astoria 
Hotel. All the officers of the various state societies are invited to this 
He my also their delegates and alternates to the semi-annual meeting 
of the American Association of Public Accountants. The entertainment 
committee consists of Francis How, chairman; T. B. Dean, W. F. Weiss, 
and E. L. Suffern; Leon Brummer, secretary. 
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THE INVESTMENTS OF LIFE INSURANCE COMPANIES. By Lester 
ff — Ph. D. Henry Holt & Company, New York, 1906. 
rice $1.25. 


Dr. Zartman’s book should be of interest to every policy holder in 
American life insurance companies. The author states that his subject was 
chosen several years prior to the recent insurance investigations, and that 
i#t was his original purpose to investigate the rumors even then current 
in insurance circles as to the mismanagement of insurance funds. The 
official inquiry rendered this unnecessary, however, so that the present 
volume deals with the “more congenial task of tracing the beneficent in- 
fluences which life insurance accumulations have exercised upon the 
economic development of the country and the relation of those accumu- 
lations to social welfare.” The author discusses in an instructive and 
convincing manner such important subjects as the character of insurance 
investments, investment earnings, the cost of managing investments, fail- 
ures of life insurance companies and the lessons to be drawn from a study 
of them, legal regulation of insurance investments, control of the assets, 
taxation of insurance funds and the social effect of the accumulation of 
life insurance assets. 

In the chapter on “Investment Earnings” the author, among other 
things, has tabulated the results of five thousand calculations of the rates 
of interest earned, during each year from 1860 to 1904, by each of twenty- 
nine prominent life insurance companies. This statement indicates the 
amount of preparation made by the author for writing this book. Not only 
is there a table showing the rate of earnings of each company for each 
year upon the totality of its assets, but there are separate tables showing 
the same thing for each important class of assets. Incidentally, these 
tables tell an interesting story as to the course of the market rate of 
interest during the last half century. 

The cost of managing insurance investments is found to be somewhat 
higher than the experience of savings banks indicates to be necessary 
when this department of the business is properly organized. This is due 
in part to the large and relatively unprofitable holdings of real estate for 
advertising purposes; in fact it is found to be a serious mistake for young 
companies, or companies with small assets, to invest in an expensive home 
office building. “It is almost safe to say that when a company has made 
this investment it has suffered greatly from it.” 

An important practical conclusion drawn from a study of insurance 
company failures is that these companies should follow the insurance 
principle, namely, safety in numbers, by dividing their investments up 
among all classes of assets rather than concentrating on a few favorite 
classes. Even mortgage loans which have been considered not only the 
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safest but the most remunerative class of investments are shown to have 
lent themselves as readily to misfortune, mismanagement and fraud as 
any other class. 

The author does not favor an extension of measures restricting the 
freedom and field of insurance investments but, rather, advocates the 
repeal of such restrictive measures as already exist. Such laws do not 
prevent the insurance companies from making bad investments, but they 
compel resort to underhand methods of making forbidden investments 
such as working through deposits with trust companies. 

The author has some interesting suggestions to make as to proper 
methods of legal control. He advocates the Texas law, which forbids 
anyone charged with the duty of handling insurance funds to deposit or 
invest such funds except in the corporate name, to be interested, except 
as a stockholder, in any loan, security or property of the company, or to 
receive any fee or commission on account of his use of company funds. 

T. W. M. 


SUCCESS IN LETTER WRITING. By Sherwin Cody, A. C. McClurg 

Co., Chicago, 1906. pp. 224. Price $1.00. 

This is a handy little volume by a man who has been a successful 
teacher of English for a number of years. The first 130 pages deal with 
business letter writing; the rest of the book, with social letter writing. 
Mr. Cody says that he knows a certain book-store which sells eight 
thousand books on writing love letters each year, three thousand on 
writing business letters and twenty-five hundred on correct English. We 
are inclined to believe that the eight thousand who are striving for suc- 
cess in love letter, or even in social letter, writing are throwing away their 
money when they buy manuals on the subject. At least they will get little 
more from Mr. Cody’s book, we fear, than some rather obvious and vapid, 
not to say silly, generalizations. 

In the first part of the book, however, Mr. Cody has much to say 
that is worth the close attention of every writer of business letters. His 
chapters on “ Model Letters,” “Follow Up Systems” and “ Dealing 
With Human Nature By Mail” are full of valuable suggestions. Though 
it is difficult to treat the subject of the book in general terms and still 
make the treatment practically helpful, Mr. Cody has succeeded better 
than could have been expected. He deserves to be commended especially, 
because he has had the initiative to break away from trite rhetorical rules 
and traditions and to base his own principles on practical observation 
and experiment. 


THE CONFESSIONS OF A MONOPOLIST. By Frederic C. Howe. 
The Public Publishing Co., Chicago, 1906. pp. 157. Price $1.00. 
People who would like to be rich and are willing not to worry too 

much about where the money comes from will find in this story of Dr. 

Howe’s an infallible recipe. All they need to do is to find or create or 

otherwise achieve control of a monopoly, or better still a series of 

monopolies, and then open enough bank accounts to take care of the 
profits. 
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We make the acquaintance of the hero—or shall we say the villain?— 
in the first chapter. He is only a boy in high-school, but he has already 
secured a monopoly on the newspaper business of his home town and is 
making $50 to $75 per week by exploiting at competitive wages the labor 
of his schoolmates. Afterward he goes to college and by monopolizing 
the text-book business pays all his expenses and comes out several 
thousand dollars ahead. He is an extravagant youth at that. After a 
start like that we naturally expect the young man to become a bank 
president, captain of industry, Wall Street speculator and United States 
Senator. Dr. Howe does not allow us to go away disappointed. 

“This book is dedicated,” we are told, “to those to whom justice is 
the law of life, monopoly the creature of legislation, poverty the product 
of privilege and liberty a living inspiration.” It would seem to us more 
appropriate to dedicate it to those who look upon success as the result 
of “pull,” poverty as a badge of merit, and opportunity as a signal for 
hesitation and complaint. 


MODERN BUSINESS CORPORATIONS. By William Allen Wood, M. S., 
LL. B., of the Indianapolis Bar. With forms of procedure written or 
selected by Louis B. Ewbank, LL. B., of the Indianapolis Bar. The 
Bobbs-Merrill Company, Indianapolis, 1906. pp. x1 + 358. Price $2.50. 


There has been quite a large output of books within the last five years 
dealing with the general subject of corporate law, organization, methods 
and management. All of them cover about the same ground and lay 
down, with what begins to be monotonous reiteration, the same general 
principles. Mr. Wood’s book is one of the crowd. It lacks what the 
rhetoricians call “ distinction.” 

His chapters deal with such topics as: “The Formation and Organ- 
ization of a Private Corporation”; “Directors and Officers”; “ Capital 
Stock and Bonds”; “Corporation Bookkeeping, Auditing and Account- 
ing.” All of the subjects are handled systematically and with sufficient 
detail to give the lay reader the information he needs. 

This volume has a fault common to most other treatises on the same 
subject, in that it is not always easy to tell whether one is reading law, 
accounting or finance. The preface says that “a book of this kind is 
necessarily an interweaving of law and business economics, as corporate 
business purposes are forwarded only through the union of corporate 
powers and corporate funds or assets.” The statement is true, but 
does not justify an intermingling of comments on business practices and 
on legal problems. We suggest to the author of the next manual on the 
law and management of corporations that he try the experiment of treating 
the two subjects in separate sections. ' 





Current Magazine Articles. 
Conducted by Gsorce E. Barrert, LL. B., B.C. Ss. 

The magazines devoting considerable space to articles on business 
subjects are numerous but careful examination will locate but few that 
can be relied upon to contain with much regularity, articles of real value 
to business men. The number of magazines being very large the tendency 
seems to be for them to look more to their advertising department for 
the means of successful profit-making and many of the articles they print 
show that the real aim is to advertise. Little art or skill is used to hide 
the motive. Magazines printing business literature of high standard will 
certainly find recognition in these pages. Readers will soon become 
familiar with their names. 


Profit-Making in Shop and Factory Management. 

In the consideration of this problem, the work of the accountant is the 
real basis upon which plans and systems are built up. The February issue 
of the Engineering Magazine points out that “in a general outline the 
reports must be: the Monthly Analyzed Profit and Loss Sheet; the Sales 
Reports; the Factory Reports and the Cost Reports.” 

“t. The Monthly Analyzed Profit and Loss Sheet should show— 

(a) Delivered sales, with proper divisions for each class of goods 

produced, and the receipts of other character. 

(b) The factory cost of the goods of each division. 

(c) The cost of delivery, including freight and cartage, properly 
classified. 

(d) The receipts and disbursements on all work of a character auxil- 
iary to the main lines of production, such as repair department, 
moving department, etc. 

(e) The selling expense divided into proper classifications for analysis. 

(f) The office and general expenses that can properly be charged 
against each selling branch or territory. 

(g) The division of general or executive expense of such nature that 
it cannot be charged directly against a branch. 

Such a statement as the above enables the manager to locate the points 

of Profit and of Loss.” 

“2. The Sales Reports. This report should show what goods must be 
sold—at what profit they must be sold—and under what expense they must 
be sold to secure the desired profit on the balance sheet. The next report 
on sales is the one showing the actual results, territory by territory, show- 
ing volume and profit secured and expense of getting the business. A 
weekly comparison of the actual sales results with the report showing the 
results that must be secured will prove invaluable. 

3. Factory Reports. The form of this report would vary with the 
system but should show the weekly progress. 

4. Cost Reports. Full analyzed cost figures sent to the chief executive 
for scrutiny, comparison and criticism bring admirable returns. 
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A general system of committees composed of proper representatives 
from the employees of the departments concerned is strongly recommended 
in this article as the only successful method of securing the proper interest 
of employees in their work and as a successful means of maintaining a high 
order of efficiency. A General Factory Committee to whom the Cost 
Reports can be shown will produce effect. 


Presidential Address. 

The broad education required by the profession is perhaps more 
strongly recognized abroad than here. The January issue of The 
Accountant prints a speech by the President of the Northern Chartered 
Accountants Students’ Society. 

It is strongly set forth that “our profession naturally demands some 
knowledge of finance, the principles and laws relating to money and 
exchange.” “Seriously, I recommend to you the study of some good book 
on the money market. And as you will in all probability have to deal with 
Shipping Accounts, you will necessarily require a knowledge of the prin- 
ciples of foreign currencies. You may look forward to the time when, 
either as executors or trustees, or in advising executors or trustees, 
responsibility in connection with the realization or selection of investments 
will devolve upon you. You will therefore find it an advantage to obtain 
a knowledge and watch the variations of the various classes of trustee 
investments, and of local securities bordering upon trustee investments, 
which are often specifically authorized under wills and settlements.” 

“The advisability of obtaining some knowledge of the principles, the 
conduct and the technical terms of the industries, the accounts of which 
you may be called upon to organize or audit,” is shown by several 


pointed illustrations. More Rai 

During recent years the volume of business has increased out of pro- 
portion to the increase in railroad facilities and due to this fact congestion 
exists all over the United States. In the February issue of the Coal Trade 
Bulletin some convincing statistics are set forth. “There has been in the 
10 years ending 1906 an increase of but 21 per cent. in mileage but the most 
impressive fact is that railroad building has within a generation fallen off 
just as the demand upon trackage has increased.” “New mileage of 
less than 1% per cent. a year since 1904 has been built to take care of a 
traffic increase averaging 11 per cent. a year for 10 years past.” 

“In order to handle this enormous addition of 110 per cent. in business 
with only 21 per cent. more track they have utilized as never before the 
carrying power of each mile. Not only were there 35 per cent. more 
locomotives and 45 per cent. more cars in service in 1905 than in 1895, but 
each engine and car did much more work. The passenger miles traveled 
per locomotive increased 68 per cent. and the ton miles per freight 
locomotive increased 57 per cent.” 

In the great centers the inadequacy of terminal facilities prevents the 
free flow of traffic. 

Only 25 per cent. additional track with necessary terminals and equip- 
ment, making 33 per cent. or say 75,000 miles as the requirement of the 
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country to meet immediate needs could not be furnished for less than 
$75,000 per mile. This to be built within the next five years would cost 
$5,500,000,000, which should be spent before the commerce of the country 
can be properly moved. This amount is twice the entire currency in 
circulation and little less than twice the deposits in all the savings banks. 
Two-thirds of the product of all the rolling mills would be required each 
year and 200,000 men would be required.” 

Most certainly Mr. James J. Hill is right when he says that this is the 
real railroad problem of the United States. 

Education in Civil Employment. 

The International Railway Journal for December particularly takes up 
the subject of schools to prepare men for employment on the railroads. 
At first thought one would not see any such need when to-day we are 
successfully operating 218,000 miles of railroads by the aid of over 
1,000,000 men gathered from various lines of life and who have come up 
through the ranks. But things have changed and complexity is increasing 
and responsibilities are growing. It seems “that the time has arrived 
when we should shape ourselves to deal with these new conditions in a 
broader way. More capacity, more talent, more intelligence, more 
efficiency are demanded now than years ago.” 

An answer to this suggestion is found in the Railroad Gazette for 
January. “The Railroad Commercial Training School at Elmira, N. Y., 
which was established 18 months ago to train young men as station agents 
and telegraph operators, has already passed beyond the stage of experi- 
ment. Already 34 men have been graduated and placed in positions on 
the Trunk lines.” The equipment is being enlarged and made extensive. 
Practical men are the instructors. “The intricacies of handling freight 
accounts are thoroughly taught.” 

In the same issue of the Railroad Gazette appears another article on 
Altoona, which is often called the railroad university of North America. 
“In this great center of railroad activity, college graduates come to take 
a post-graduate course in railroading as special apprentices.” About 6,000 
cars a day or 2,000,000 cars a year pass through Altoona. Fifteen thousand 
men are employed here and “the greatest railroad shops in the world, with 
an area of 50 acres are another gigantic classroom, an example of the 
highest types of American railroad shop practice.” The Pennsylvania 
Railroad here trains those men who later are to be superintendents. 

Chicago. 

Chicago now claims to be the financial base for two-thirds of the 
inhabitants of the United States. The December issue of the Southern 
Banker gives some highly interesting figures in support of such 
a contention. 

“As the bounds of the business world expand, its centers of activity—its 
points of collection and distribution—must as a matter of course be located 
near the medium points of production.” “The deposits in Chicago banks 
increased 280 per cent. from 1895 to 1905, while the increase for the entire 
country for the same period, was barely 106 per cent. The business of 
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Chicago banks is conservatively estimated to be 25 per cent. in excess of 
that of 1904. The clearings for the year in that city “show an increase of 
15 per cent., an average gain of $100,000,000 for each month of the year.” 
“The clearing house figures do not reflect the whole increase in the trans- 
actions of the banks. It is significant of the momentum of business enter- 
prises that the clearings show an average increase of nearly $100,000,000 a 
month during the time Chicago was in the midst of its most costly labor 


trouble of the year.” 
Causes of Bankruptcy. 


In an article on “Why Retail Stores Fail,” the Wisconsin Jobber and 
Retailer for January gives a valuable compilation by Bradstreet’s. 
“Those who are disposed.to learn from the experience of others who 
have tried and failed to make a success in business will find considerable 
value in this analysis.” 
Causes of failures are given in percentages, as follows :— 
Lack of capital 
Incompetence 
Specific conditions (disaster, etc.) 


Inexperience 

Unwise credits 

Neglect 

Failures of others 

Competition 

Extravagance 

Speculation R 


Lack of capital, which, as shown by this tabulation, causes one-third ot 
the failures and incompetence, which causes nearly one-fourth of the 
failures, being the main requisites in business naturally stand at the head 
of such a list. But in every business certain of the other causes stand out 
more or less prominently. It would be well to discuss and apply these 
figures to specific businesses. 

Retail grocers, for example, must largely rely upon the drummer to 
keep abreast of the times. “Frequently the drummer is out to get orders in 
any plausible manner, and then the unfortunate storekeeper too late 
discovers he has been duped. The goods he expected to sell readily 
at a large profit remain on the shelves, eating up valuable space and interest 
on the money invested in them.” The average retailer does not know how 
to buy. 

“Lack of system in keeping track of profits he makes on certain lines 
and loses on others is another universal fault. Also, he fails to keep 
proper record of money due him, and of all goods which go out of the store. 
There is an average loss of from 1 to 5 per cent. in the failure to keep this 
latter record.” 

In the matter of unwise credits, “inability to get his money means 
inability to buy fresh stock frequently and this means consequent loss.” 

Overstocking and lack of knowledge of the business are also shown to 
clearly be important causes of the failures of retail grocers. 
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Conducted by ALEXANDER MCCLINCHIE, LL.B. 


The purpose of this de: ment is to present from month to month short, critical 
snm es of recent decisions, which affect accountants, and to furnish accurate infor- 
mation on legal questions. Inquiries from our readers will be welcome and will re- 
ceive prompt attention. 


The New C. P. A. Requirements in Pennsylvania from a Lawyer's Standpoint. 

From the lawyer’s viewpoint the C. P. A. requirements of Pennsylvania 
seem to demand an historical knowledge of certain branches of the law 
not needed by a public accountant in his work. Furthermore the Penn- 
sylvania circular lays greater emphasis on the unnecessary than on the 
necessary law. Real Estate, Personal Property, Decedent’s Estate and 
Landlord and Tenant hold the most prominent places in the Pennsylvania 
circular. These subjects might be sufficiently treated in a good course on 
Elementary Law. 

We may start with the general proposition that a student has about 
three years in which to qualify for the C. P. A. examination after com- 
pleting the preliminary work. Only a portion of this time can be devoted 
to the study of law. Therefore care should be taken in selecting certain 
branches of law for special study, founding all upon a good elementary 
course covering its historical development and general principles. To 
understand the general rules governing the acquisition, enjoyment, trans- 
fer and devolution of property and the distinction between real and 
personal property would appear to meet all the needs of an accountant. 

Contracts is an important subject and should be treated separately. 
Yet the Pennsylvania circular combines under this subject of contracts, 
negotiable instruments, agency, bailments, sales and insurance—all subjects 
of importance in themselves. These subjects cannot be adequately treated 
under the general course in contracts. If contracts were substituted 
for decedent’s estates, agency, sales and mortgages for real estate and 
personal property and negotiable instruments, assignees and receivers for 
landlord and tenant there would be more adequate provision for the 
requirements of an accountant. 

Partnership and corporations are very important, yet they might be 
combined under one head, as both subjects must be considered together 
in order to point out the difference and distinction between them. 

The rules of evidence are complicated and difficult to master and in 
all cases in which a knowledge of evidence is required, you will find a 
lawyer needed. It is better to be entirely dependent upon a lawyer. A 
good lawyer can often obtain the admission of evidence which another 
with a general knowledge of the subject would think inadmissable. 

There is no need to distinguish crimes arising out of business relations, 
as these are covered sufficiently under each separate branch of law studied. 

The Pennsylvania circular is open to the criticism that it emphasizes the 
unimportant and neglects the important branches of commercial law. 
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Recent Dscisions. 

Fixtures. The plaintiff held a mortgage on a sugar house in which 
were the usual appliances for refining sugar. The building was destroyed 
by fire, leaving the machinery in a “ ruined condition but containing much 
valuable metal.” The defendant, a creditor, seized the machinery and the 
plaintiff sought to restrain the sale, claiming the property to be still 
covered by the mortgage. Held, that the machinery, when separated from 
the building, was personal property and not covered by the mortgage. 
(Folse v. Triche, 37 La. Rep. 275.) 

_ In the majority of states the rule is contra, more weight being given 
to the intention of the parties. In West Virginia it was held in Patton 
v. Moore (16 W. Va. 408) that severance by the Act of God did not 
release the property so severed from a mortgage covering the realty. 
If the mortgagor removes machinery without the consent of the mortgagee 
it operates to remove the machinery from under the mortgage. The 
mortgagee would be entitled to an injunction to prevent the removal. 

Lorain Steet Co. v. NorrockK B. Sr. Ry. Co. (73 N. E. Rep. 646). A 
quantity of rails were sold to a street railway company—the title remain- 
ing in the vendor until the purchase price was paid. The rails were laid 
and the railway was mortgaged to a trust company. The mortgage was 
foreclosed and the defendant became a purchaser for value without notice. 
The plaintiff brought an action in trover for the conversion of the property. 
Held, that the plaintiff could recover because the property retained its 
character as personalty. 

The recognized rule in the case of railroads is that rails when fastened 
down become a part of the realty unless there is an agreement to the 
contrary of which a purchaser for value must have at least constructive 
notice. But there is a distinction between railroads and street railroads. 
Ordinary railroads acquire full title to the soil. Street railroads receive 
only a privilege of using the streets for transit purposes, but obtain 
no title or easement in the soil. .In Maryland, Kansas, and North Carolina 
it has been held that rails are fixtures and thus removable as personal 
property. This is not the universal rule, but it shows the difficulty of dis- 
tinguishing between realty and personalty. 

Bankruptcy. In rE U. S. Horet Co. (134 Fed. Rep. 225). The U. S. 
Hotel Co. operated an hotel in connection with which it kept a barroom. 
A petition for involuntary bankruptcy was filed and the question arose 
as to whether a hotel business was such a “ trading or mercantile” occupa- 
tion within the meaning of the term used in the Bankruptcy Act. Held, 
that a hotel business is not within the meaning of the Act. 

The decisions as to what occupations are to be classified as trading or 
mercantile within the meaning of the term used in the Bankruptcy Act, 
are very contradictory. A careful examination of the decisions is often 
necessary to determine the law in a particular case. 

In the case of Mempuis State Line R. Co. v. Forest Hitt CEMETERY 
Co., (94 W. Rep. 69), the railroad sought to have a portion of a cemetery 
condemned for the purpose of a right of way because it was the shortest 
and least expensive route. Judge Wilkes summarized the decision of the 
Court in these words: “the wheels of commerce must stop at the grave.” 
Sentiment is an argument which has decided many a case. 


411 





A Legal Opinion as to Accountants’ Fees. 


A Master’s report of interest to accountants has been filed in the 
United States Circuit Court at Houston, Texas, in the case of the Maryland 
Trust Company Trustee vs. Kirby Lumber Company, et al. The report 
is on the intervention of Haskins & Sells, who in 1901 took an engage- 
ment from the President of the Kirby Lumber Company for the introduc- 
tion of a system of accounts, the engagement having been made by Mr. 
Kirby at the suggestion of Mr. Patrick Calhoun of New York City. At 
the time the engagement was taken there was nothing in writing as to 
terms, and Haskins & Sells charged their usual minimum rates—$25 per 
day for accountants, $15 per day for assistant accountants, and $50 per 
day for the time of principals—together with necessary traveling and 
subsistence expenses when away from the cities in which the firm has 
offices. During the progress of the work $15,000 was paid on account, 
and a note for $25,000 was given on account. 

When Haskins & Sells were about concluding their undertaking, 
differences arose between Mr. Calhoun and Mr. Kirby which have not 
yet been settled. The Kirby Lumber Company was placed in the hands 
of receivers in January, 1904, the Maryland Trust Company being trustees. 
In the suit of the trustees against the receivers of the Kirby Lumber 
Company, Haskins & Sells appeared as interveners for the recovery of 
their claim, the receivers having contested it. Mr. Kirby testified that 
he did not know that the account of Haskins & Sells included charges 
for traveling and subsistence expenses, although bills had been rendered 
by the firm against the Company from time to time, showing the charge 
for services and that for expenses separately. Ten days were consumed 
in taking testimony in New York and afterwards two in Houston, Texas. 
At the hearing in New York testimony was given corroborating the basis 
of the Haskins & Sells charges by John R. Loomis, C. P. A., of Loomis, 
Conant & Company, then President of the American Association of Public 
Accountants; Arthur W. Teele, C. P. A., of Patterson, Teele & Dennis, 
A. Lowes Dickinson, C. P. A. (Ill), and C. A., of Price, Waterhouse & 
Company, and F. F. White, C. P. A. (Ill), of Deloitte, Plender, Griffiths 
& Co. 

The bill for services covered the period from October, 1901, to June, 
1903, and was as follows: 

131 % days at $50.00 per day 
697 days at $25.00 per day 
2,188 days at $15.00 per day 


Making total for services 


The Master’s report is unqualifiedly in approval of the claim made by 
Haskins & Sells. On account of the interest that this case must possess 
to all. accountants THe Journat prints below several significant 

paragraphs from the Master’s report: 
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The answer of the Lumber Co. and the receivers was filed February 
23, 1906. It admits the execution of the note and that Mr. Kirby, presi- 
dent of the company, approved the account as alleged by interveners, but 
denies that the account is a stated account and sets up a failure of con- 
sideration. It in effect admits that interveners devised and installed for 
the company a system of bookkeeping, auditing and accounting, and pre- 
scribed forms, etc., but alleges that the charges for the services were un- 
reasonable; that the charges include transportation, hotel bills, etc., of 
employees of interveners for a large amount which charges were not 
within the contemplation of the agreement, which was that the work was 
to be done promptly and the charges therefor to be reasonable; that the 
work should have been completed not exceeding one-third of the time 
consumed. The answer also set up that interveners had carried to New 
York — of valuable papers belonging to the company which should be 
returned. 

The evidence shows that Haskins & Sells have been certified public 
accountants since 1896, having been duly certified as such under the laws 
of New York by a board appointed by the regents of the State University ; 
that they practiced their profession of accounting in the principal cities 
of the United States, having offices in New York, Chicago, Cleveland, 
Pittsburg and St. Louis, and also practice in several foreign countries; that 
they examined the accounts of the Equitable Life Assurance Co. and de- 
signed a system of accounts for this company and also for the New York 
Life Insurance Co. In the fall of 1901 Haskins & Sells were employed by 
the Kirby Lumber Co. to design a system of bookkeeping and accounting 
and to prepare blanks, forms, instructions and whatever was necessary to 
install an up-to-date system that would reflect the results of the company’s 
operations and show its financial condition, and they soon afterwards 
began the work. They visited the saw mills, logging camps and com- 
missaries of the company and studied conditions with the view of devising 
a uniform system of accounting and reports; they also compiled data in 
respect to the operation of the properties of the company, and the New 
York office from time to time at the request of the company compiled 
data giving the earnings and operations of the company and prepared 
statements showing approximately the company’s financial condition and 
the results of the operation of the mills, camps and commissaries. These 
statements were made for the information of parties interested and to 
promote the sale of stock of the company. For five months, Mr. H. A. 
Dunn, one of the firm, was the acting auditor of the company and his 
services as auditor were charged to Haskins & Sells. During the service 
of Haskins & Sells five principals of the firm were at different times en- 
gaged in the work and they had several expert accountants from New 
York, Chicago and other places assisting them until it was completed. 
Mr. Haskins gave a part of his time to the work; he died in January, 
1903, and shortly afterwards the firm was succeeded by a corporation 
under the same name. Monthly statements of the services rendered with 
charges therefor and of expenses incurred were mailed by Haskins & 
Sells to the company, and no objection was ever made to any of them. 
The charges made were reasonable as shown by the evidence adduced by 
interveners, and were the lowest per diem charges usually made for the 
work done, and did not include overtime, which, if charged for, would 
have added $9,000 to the bills rendered. 

At the time he approved the final account of Haskins & Sells, October 
11, 1903, Mr. Kirby did not know that the account included $16,151.30 
for railroad fare, hotel bills, etc., of Haskins & Sells and their employees 
while in the service of the Lumber Co., but the bills rendered monthly 
included these charges together with the per diem of the principals and 
employees, and the charges are usual and customary by certified public 
accountants where no contract for a specific sum is made. 

The Lumber Co. introduced evidence of several of its present or 
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former officers and employees, all experienced bookkeepers or accountants, 
to the effect that the work done by Haskins & Sells ought to have been 
done by competent men exercising reasonable diligence within six months, 
while the time actually consumed was about twenty months, and that the 
services of several of the employees of Haskins & Sells engaged in the 
work were worth much less than the per diem charged. It is true that 
the per diem charged is greater than the weekly or monthly salaries paid 
by Haskins & Sells, but the per diem of the principals and the difference 
between what they pay their employees and what they receive for their 
services, less the expenses for conducting the business, such as rents, 
stenographers and aiker office expenses, constitute their agrees and per 
diem charges are usual and customary with certified public accountants ; 
and as stated in paragraph 3 of this report interveners proved that the 
per diem charges were not only reasonable but the lowest usually charged 
for the services rendered. It may be that the work could have been done 
in a shorter time, but after considering all the evidence, and especially 
that monthly bills were rendered and received without objection, and that 
the note was executed and the final account approved, and that the com- 
pany’s books show this indebtedness as outstanding, I do not think the 
evidence offered by the company is sufficient to justify a reopening of the 
settlement, no fraud or mistake in the bills or accounts rendered having 
been shown. In this connection I think it proper to state as a fact of 
record in this cause that the books of the Lumber Co. show the note ior 
$25,000 in favor of Haskins & Sells and audited vouchers in their favor 
for over $38,000 as outstanding liabilities. This is shown by the report 
of the temporary receivers filed March 17, 1904, giving the assets and 
liabilities of the company and which has been approved by the court. So 
far as the record shows the company made no complaint of the services 
rendered by interveners or of their charge until more than two years 
after the execution of the note and approval of the final account set up in 
the intervention. 

There is also evidence offered by the company that some of the books 
and forms installed by interveners were not accurate and that other 
books and forms were substituted. It appears, however, that these changes 
were mostly formal and were made as the result of experience in the 
operation of the very large, complicated and growing business of the 
company, and that the principles of the system of Soaiicasing. account- 
ing and reporting devised and installed by interveners were not changed 
and are still in use by the company. That the system has proved valuable 
and satisfactory is attested by Mr. Kirby, who in a letter dated September 
11, 1903, long after the completion of the work, highly commended 
interveners as public accountants and indorsed their work for the Lumber 
Co. as “entirely successful and eminently satisfactory.” ; 

As to the charge that Haskins & Sells carried with them to their 
office in New York a lot of valuable papers belonging to the Lumber Co., 
the evidence shows that they only took such memoranda as accountants 
gather and use in the compilation of figures, statements and reports. 
There is no evidence that they took or have in their possession any 
“Gee books or papers belonging to the Lumber Co. 

he apenoved account is under the facts clearly a stated account, and 
on the whole evidence I do not think any legal or equitable grounds are 
presented that entitle the Lumber Co. to have the note or account set 
aside in whole or in part. 

I therefore find and report that Haskins & Sells are entitled to recover 
of the pol Lumber Company $25,000 with 6 per cent. interest per annum 
from March 4, 1903, date of the note sued on and hereto annexed, and 


$34,275.45 with 6 per cent. interest per annum from October 11, 1903, date 

of the approved account sued on and hereto annexed, and costs of their 

intervention, and that the judgment be classified as a general clai 
Houston, December 28, 1906. 


J. R. Burnett, Special Master. 
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News and Notes. 


New Jersey Society. 


At the annual meeting of the New Jersey Society held on February 
15, the following officers and trustees were unanimously re-elected for 
another year: Messrs. Frank G. Du Bois, C. P. A., President; Thomas 
Cullen Roberts, C. P. A., Vice-President; George Forman, C. P. A, 
Treasurer; A. Hartkorn, C. P. A., Secretary. Messrs. Wm. H. Beidelman, 
C. P. A., and John Flint, C. P. A., were elected as Fellows in our Society, 
making the total membership at this date forty-seven. During the year 
just closed the Society has lost by death one member, Isaac A. Lewis, 
C. P. A., of Paterson, N. J. 

The members generally report that they are kept busy. The feeling 
seems to be general that the business public of New Jersey are gradually 
but firmly becoming impressed with the value of and the necessity for the 
services of certified public accountants. 








Haskins and Sells Form a Copartnership. 


By an order of the Supreme Court of the State of New York, dated 
February 26, 1907, the corporation known as “ Haskins & Sells, Certified 
Public Accountants,” was given authority to assume the name “ Haskins & 
Sells Company” on and after March 30, 1907. The entire business of this 
corporation was taken over January 2, 1907, by a copartnership of the 
name Haskins & Sells. In explaining the reason for the change, Mr. 
E. W. Sells, at a dinner given under the auspices of the Public 
Accountants’ Club recently, said: 


It has been brought to my attention on more than one occasion that the 
title “Certified Public Accountant” was intended for the use of the mem- 
bers of the profession and for them only. When I became possessed of the 
conviction to this effect steps were immediately taken: First, to confine 
the capital interest of the corporation to certified public accountants as 
well as the administration of the business; and, second, to the formulation 
of plans for a successor to the corporation by a copartnership when the 
financial condition of those interested in the business admitted of such an 
arrangement and other features of the copartnership could be provided for. 





Mr. John R. Loomis has resigned the chairmanship of the Committee 
on Interstate Commerce Commission of the American Association, but 
will remain a member of the Committee. Mr. J. S. M. Goodloe has been 
appointed chairman. 
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A Non-Partisan Municipal Commission. 


The Mayor of Columbus has appointed a commission to examine the 
affairs of the city. The chairman is J. S. M. Goodloe, C. P. A., President 
of the Ohio State Society of Public Accountants. The other members are 
Hon. Allen W. Thurman and Col. J. T. Holmes, both attorneys of the 
highest standing. The commission is appointed under authority of the 
municipal code of the State of Ohio, which provides that “the Mayor may, 
in his discretion, at any time appoint a commission to be composed of not 
less than three competent, disinterested persons, to examine into the 
affairs of any or all departments of the city and report thereon to him; 
such report to be transmitted without delay, to the council.” The law 
provides for a thorough and complete examination and investigation of 
every branch of the city government, the period to be covered by such 
examination being left to the discretion of the Committee. The appoint- 
ment of this commission has received the unqualified endorsement of the 
press of the vicinity and is expected to prove a most important and 
far-reaching event in the history of the city of Columbus. 





Firm Announcements. 
The firm of John H. Greenhalgh and Company has been formed in 
Chicago and has opened an office at 1003 Monadnock Building. 





